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Objectives of Mill Mutual 
management can be 
summed up in three words 
—protection, service, 
economy. 


MILL MUTUALS 


ARE GENERAL FIRE INSURANCE CARRIERS 


Millers Mutual Fire Insurance Co.......................Harrisburg, Pa. 

Millers Mutual Fire Insurance Co.....................Fort Worth, Texas 

Pennsylvania Millers Mutual Fire Ins. Co............... Wilkes-Barre, Pa. 
, 

Millers Mutual Fire Insurance Association.....................Alton, IL 


Grain Dealers National Mutual Fire Ins. Co.............Indianapolis, Ind. 


Western Millers Mutual Fire Insurance Co...............Kansas City, Mo. 
National Retailers Mutual Insurance Co....................Chieago, Il. 
Michigan Millers Mutual Fire Insurance Co................Lansing, Mich. 
Mill Owners Mutual Fire Insurance Co....................Des Moines, Ia. 


MILL MUTUAL FIRE PREVENTION BUREAU 
400 W. Madison St., Chicago, Ill. 


A service organization maintained by the Mill Mutuals. 
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CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 


























INDIANA LUMBERMENS MUTUAL INSURANCE COMPANY 
OF INDIANAPOLIS 





LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 


LUMBERMENS MUTUAL INSURANCE COMPANY 
OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMENS MUTUAL FIRE INSURANCE CO. 
OF PHILADELPHIA 





NATIONWIDE INSURANCE 
QGW1(C€ 


Gale & Stone, Boston — Mutual Insurance Bureau, Philadelphia — Lumbermens Mutual Insurance 





Agency, Inc., Mansfield, Ohio, Pittsburgh, Penna—Lumbermens & Manufacturers Mutuals, Inc., 

James S. Kemper, Mgr., Chicago, Milwaukee, Minneapolis, Omaha — Associated Mutuals, Inc., 

Atlanta, Ga. — Lumber Mutual Agency, Indianapolis, Memphis, Dallas, Kansas City — 
Martin Agency, Seattle. 
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THIS IS THE LAW 





SEVENTY-NINTH CONGRESS OF THE UNITED STATES 
OF AMERICA AT THE FIRST SESSION 





AN ACT 
To express the intent of the Congress with reference to the 
regulation of the business of insurance 





FE it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That the Con- 
gress hereby declares that the continued regulation and taxation 

by the several States of the business of insurance is in the public interest, 
and that silence on the part of the Congress shall not be construed to 
impose any barrier to the regulation or taxation of such business by the 
several States. 

Sec. 2 (a). The business of insurance, and every person engaged 
therein, shall be subject to the laws of the several States which relate to 
the regulation or taxation of such business. 

(b) No Act of Congress shall be construed to invalidate, impair, or 
supersede any law enacted by any State for the purpose of regulating 
the business of insurance, or which imposes a fee or tax upon such busi- 
ness, unless such Act specifically relates to the business of insurance: 
Provided, That after January 1, 1948, the Act of July 2, 1890, as amended, 
known as the Sherman Act, and the Act of October 15, 1914, as amended, 
known as the Clayton Act, and the Act of September 26, 1914, known as 
the Federal Trade Commission Act, as amended, shall be applicable to 
the business of insurance to the extent that such business is not regu- 
lated by State law. 

Sec. 3 (a). Until January 1, 1948, the Act of July 2, 1890, as amended, 
known as the Sherman Act, and the Act of October 15, 1914, as 
amended, known as the Clayton Act, and the Act of September 26, 1914, 
known as the Federal Trade Commission Act, as amended, and the Act 
of June 19, 1936, known as the Robinson-Patman Anti-Discrimination 
Act, shall not apply to the business of insurance or to acts in the con- 
duct thereof. 

(b) Nothing contained in this Act shall render the said Sherman 
Act inapplicable to any agreement to boycott, coerce, or intimidate, or 
act of boycott, coercion, or intimidation. 

Sec. 4. Nothing. contained in this Act shall be construed to affect 
in any manner the application to the business of insurance of the Act of 
July 5, 1935, as amended, known as the National Labor Relations Act, 
or the Act of June 25, 1938, as amended, known as the Fair Labor Stand- 
ards Act of 1938, or the Act of June 5, 1920, known as the Merchant 
Marine Act, 1920. 

Sec. 5. As used in this Act, the term “State” includes the several 
States, Alaska, Hawaii, Puerto Rico, and the District of Columbia. 

Sec. 6. If any provision of this Act, or the application of such pro- 
vision to any person or circumstances, shall be held invalid, the remain- 
der of the Act, and the application of such provision to persons or cir- 
cumstances other than those as to which it is held invalid, shall not 
be affected. 
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Interim Report of the Sub-Committee on Federal Legislation 
of the Executive Committee of the National Association of 
Insurance Commissioners | | 


N March 9, 1945, S. 340, the 
@) so-called insurance bill, be- 

came law when President 
Roosevelt affixed his signature there- 
to. A copy of the new law is at- 
tached hereto and marked Exhibit 
“A”. (Turn to page 3.) 

Following the preparation of the 
Commissioners’ legislative proposal 
with its attached memorandum of ex- 
planation in Novemher, 1944, Com- 
missioner Johnson, by direction of 
the December, 1944 meeting of the 
National Association of Insurance 
Commissioners proceeded to Wash- 
ington accompanied by Commissioner 
Harrington, Chairman of the Sub- 
Committee on Federal Legislation. A 
series of conferences were held with 
members of Congress, the Attorney 
General and representatives of the 
insurance business. 

At that time the 78th Congress 
was drawing to a close. It was the 
consensus of opinion that immediate 
legislative relief was required be- 
cause existing state regulatory and 
taxing statutes were being questioned 
and in some respects challenged. Be- 
lieving that unanimity of opinion 
would produce legislation in the 78th 
Congress, Commissioners Johnson 
and Harrington, acting for the Com- 
missioners, consented to a compro- 
mise draft of the Commissioners’ 
legislative proposal, a copy of which 
compromise is attached hereto and 
marked Exhibit “B”. This measure 
was introduced on the last day of the 
session by Senators McCarran and 
Ferguson. On the same day Senators 
O'Mahoney and Hatch introduced 
another bill, a copy of which is at- 
tached hereto and marked Exhibit 
“C”. Neither of these measures was 
acted upon before the termination of 
the 78th Congress. Commissioners 
Johnson and Harrington in a letter 
to Senator O’Mahoney dated Decem- 
ber 16, 1944 made plain that the con- 
cession was made by the Commis- 
sioners for the sole purpose of ob- 
taining legislation during the 78th 
Congress (see Exhibit “D” attached 
hereto). 

When the 79th Congress convened 
Commissioners Johnson and Har- 
rington returned to Washington. As 
a result of further conferences and 
because of the press of time a new 
compromise measure was drafted 
which likewise departed in some re- 


spects from the text of the original 
Commissioners’ propdsal. It was 
transmitted by the Commissioners to 
the Honorable Pat McCarran, Chair- 
man of the Judiciary Committee of 
the Senate. A copy of the letter of 
transmittal signed by the Interested 
parties on January 12, 1945 is at- 
tached hereto and marked Exhibit 
“E” and the proposed bill is also at- 
tached hereto, marked Exhibit “F”. 
Although their names do not appear 
on the letter of transmittal the Na- 
tional Fraternal Congress and the 
Accident and Health Underwriters 
Conference also endorsed the bill in 
telegrams subsequently sent to Chair- 
man McCarran. This bill was intro- 
duced by ‘Senators McCarran and 
Ferguson and became the original 
S. 340. It was amended in commit- 
tee and reported favorably by the 
committee on January 24, 1945 (see 
Senate Report No. 20). The bill was 
thereafter amended on the floor (see 
Congressional Record of January 25, 
1945). 

Representative Walter introduced 
a companion measure in the House, 
known as H. R. 1973. This bill was 
likewise amended in the House Ju- 
diciary Committee and was favorably 
reported (see House Report No. 68). 
On motion of Representative Walter, 
S. 340, which had been referred by 
the Senate to the House for concur- 
rence, was amended by striking out 
all of the bill following the enacting 
clause and substityting the subject 
matter of H. R. 1973 in lieu thereof 
(see Congressional Record of Feb- 
ruary 14, 1945). 

Due to the difference in text the 
bills were referred to a conference 
committee composed of Senators Mc- 
Carran, Ferguson and O’Mahoney 
and Representatives Sumners, Walter 
and Hancock. The conference com- 
mittee report is dated February 22, 
1945 and will be found as House Re- 
port No. 213. -The conference com- 
mittee report was adopted by both 
Houses without debate in the House 
and with debate in the Senate (see 
Congressional Records of February 
26 and 27, 1945). 


Comparison of the Various Bills 
A comparison of the bill as it was 
finally enacted with the text of the 
original Commissioners’ proposal of 
November, 1944, as well as reference 
to the Congressional debates, estab- 


lishes clearly that the Commissioners’ 
draft was used as a foundation for 
the bill. In drafting the bill Con- 
gress used almost verbatim those por- 
tions of the Commissioners’ proposal 
relating to the doctrine of Congres- 
sional silence and the affirmative ex- 
pression of the Congressional will in 
so far as they affect state regulation 
and taxation. That phase of the 
Commissioners’ proposal constituted 
one of its major aspects and the in- 
corporation of it in the bill as it was 
finally adopted is most gratifying. 

Likewise, the final draft specifically 
provides, as did the Commissioners’ 
original text, that the National Labor 
Relations Act and the Fair Labor 
Standards Act shall apply to the in- 
surance business. 

Those portions of the bill covering 
the territories to which it is appli- 
cable and the separability clause are 
identical with the text of the Com- 
missioners’ original proposal. 

In the Commissioners’ delivera- 
tions preceding the drafting of the 
Commissioners’ legislative proposal 
and throughout all conferences pre- 
ceding the enactment of the bill the 
Commissioners were insistent that 
even though a moratorium on the 
application of the anti-trust laws 
were to be granted, boycotting, coer- 
cion and intimidation were to be 
barred forthwith. Provision was 
made to that effect in the Commis- 
sioners’ original text and is embodied 
in the bill as it finally passed. 

The Commissioners’ original pro- 
posals as to a moratorium on the 
Sherman and Clayton Acts were also 
embodied in the law as it was finally 
enacted with a variation as to the 
effective date. 

So much for the respects in which 
the Commissioners’ proposals were 
generally adopted. We turn now to 
the respects in which the final prod- 
uct differed from the proposals orig- 
inally advanced by the Commission- 
ers. 

The Commissioners’ draft made no 
reference to the so-called Merchant 
Marine Act of 1920. Congress pro- 
vided that the bills should not affect 
that law. 

The Commissioners asked for com- 
plete exemption from the Federal 
Trade Commission Act. The final 


bill provides that after the expiration 


of the moratorium the Federal Trade 
(Continued on page 7) 
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REPORT OF N. A. I. C. SUB-COMMITTEE 
EXHIBITS “BY & “C" 





EXHIBIT “B” 
78th CONGRESS 
2d Session 
H. R. 3270 


IN THE SENATE OF THE UNITED STATES 
December 18 (legislative day, November 21), 1944 
Ordered to lie on the table and to be printed 


AMENDMENT 
(IN THE NATURE OF A SUBSTITUTE) 
Intended to be proposed by Mr. McCarran and 
Mr. Ferguson to the bill (H. R. 3270) to 
affirm the intent of the Congress that the reg- 
ulation of the business of insurance remain 
within the control of the several States and 
that the Acts of July 2, 1890, and October 15, 
1914, as amended, be not applicable to that 
business, viz.: Strike out all afte rthe enacting 
clause and insert in lieu thereof the following: 
That the Congress hereby declares that the continued 
regulation and taxation by the several States of the busi- 
ness of insurance is in the public interest, and that si- 
lence on the part of the Congress shall not be construed 
to impose any barrier to the regulation or taxation of 
such business by the several States. 


Sec. 2. (a). The business of insurance, and every 
person engaged therein, shall be subject to the laws of 
the several States which relate to the regulation or tax- 
ation of such business. ; 

(b) No Act of Congress shall be construed to inval- 
idate, impair, or supersede any law enacted by any State 
for the purpose of regulating the business of insurance, 
or which imposes a fee or tax upon such business, un- 
less such Act specifically so provides. 

Sec. 3. Nothing contained in the Federal Trade Com- 
mission Act, as amended, or the Act of June 19, 1936, 
known as the Robinson-Patman Anti-Discrimination 
Act, shall apply to the business of insurance or to acts 


_ in the conduct of that business. 


Sec. 4. (a). Until July 1, 1948, the Act of July 2, 
1890, as amended, known as the Sherman Act, and the 
Act of October 15, 1914, as amended, known as the 
Clayton Act, shall not apply to the business of insur- 
ance, or to acts in the conduct of such business. 

(b) Nothing contained in this section shall render the 
said Sherman Act inapplicable to any act of boycott, 
coercion, or intimidation. 

Sec. 5. Nothing contained in this Act shall be con- 
strued to affect in any manner the application of the 
business of insurance of the National Labor Relations 
Act, as amended, or the Fair Labor Standards Act of 
1938, as amended. 

Sec. 6. As used in this Act, the term “State” in- 
cludes the several States, Alaska, Hawaii, Puerto Rico, 
and the District of Columbia. 

Sec. 7. If any provision of this Act, or the appli- 
cation of such provision to any person or circumstances, 
shall be held invalid, the remainder of the Act, and the 
application of such provision to persons or circumstances 
other than those as to which it is held invalid, shall not 
be affected thereby. 





EXHIBIT “C” 
78th CONGRESS 
2d Session 


H. R. 3270 


IN THE SENATE OF THE UNITED STATES 
December 18 (legislative day, November 21), 1944 
Ordered to lie on the table and to be printed 


AMENDMENT 
Intended to be proposed by Mr. O’Mahoney 
(for himself and Mr. Hatch) to the bill (H. R. 
3270) to affirm the intent of the Congress that 
the regulation of the business of insurance re- 
main within the control of the several states and 
that the Acts of July 2, 1890, and October 15, 
1914, as amended, be not applicable to that busi- 
ness, viz.: Strike out all after the enacting 
clause and insert in lieu thereof the following: 

The the Congress hereby declares that the continued 
regulation and taxation by the several States of the busi- 
ness of insurance is in the public interest, and that 
silence on the part of Congress shall not be construed 
to impose any barrier to the regulation or taxation of 
such business by the several States. 

Sec. 2. (a). The business of insurance, and every 
person engaged therein, shall be subject to the laws of 
the several States, which relate to the regulation or tax- 
ation of such business. 

(b) No Act of Congress shall be construed to inval- 
idate, impair, or supersede any law enacted by any State 
for the purpose of regulating the business of insurance, 
or which imposes a fee or tax upon such business, unless 
such Act specifically so provides. 

Sec. 3. Nothing contained in the Federal Trade 
Commission Act, as amended, or the Act of June 19, 
1936, known as the Robinson-Patman Anti-Discrimina- 
tion Act, shall apply to the business of insurance or to 
acts in the conduct of that. business. 

Sec. 4. (a). For the purposes of enabling the sev- 
eral States to adjust State laws to the provisions of this 
Act, of the Constitution of the United States, of the Act 
of July 2, 1890, as amended, known as the Sherman Act, 
and the Act of October 15, 1914, known as the Clayton 
Act, until March 1, 1946, the said Sherman and Clay- 
ton Acts shall not apply to the business of insurance, 
or to acts in the conduct of such business. 

(b) Nothing contained in this section shall render 
the said Sherman Act inapplicable to any act ot boycott, 
coercion, or intimidation. 

Sec. 5. Nothing contained in this Act shall be con- 
strued to affect in any manner the application to the 
business of insurance of the National Labor Relations 
Act, as amended, or The Fair Labor Standards Act of 
1938, as amended. 

Sec. 6. As used in this Act, the term “State” includes 
the several States, Alaska, Hawaii, Puerto Rico, and the 
District of Columbia. 

Sec. 7. If any provision of this Act, or the applica- 
tion of such provision to any person or circumstances, 
shall be held invalid, the remainder of the Act, and the 
application of sueh provision to persons or circumstances 
other than those as to which it is held invalid, shall not 
be affected thereby. 
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REPORT OF N. A. I. C. SUB-COMMITTEE 
EXHIBITS “D” “E” & “F”’ 





EXHIBIT “D” 
NATIONAL ASSOCIATION OF INSURANCE 
COMMISSIONERS 
Washington, D. C., 
December 16, 1944. 
The Honorable Joseph C. O’Mahoney, 
232 Senate Office Bldg., 
Washington, D. C. 


My dear Senator: 


Following our conversation and at your request, we 
are writing this letter to indicate the position of the 


National Association of Insurance Commissioners re- ° 


garding federal insurance legislation. 

In doing so, we wish to express the appreciation of the 
N.A.IL.C. for the time you and other Senators have 
given us and your most cooperative effort and courtesy. 

We hoped, of course, to see Congress adopt the pro- 
gram submitted by the N.A.I.C. which was overwhelm- 
ingly adopted by the insurance commissioners in New 
York December 4, 1944, and subscribed to by the major 
portion of the insurance industry. 


Later, reliable information indicated that unless the 
entire insurance industry was in complete accord with 
this program, no legislation could be passed at this ses- 
sion of Congress. Because of the dire necessity for leg- 
islation at this session and to obtain complete unanimity, 
we consented to modification of our program. Our con- 
sent to the changes suggested was based on representa- 
tion made that controversy would be avoided and that 
there would be concurrence on the part of Congress and 
the Department of Justice. 


It was later determined that our program as modified 
was not acceptable to you and others vitally interested. 
Again, in an attempt to obtain complete accord with all 
interested parties, the enclosed text of proposed legis- 
lation, which we had reason to believe was acceptable 
to parties that could not agree to the modified commis- 
sioners’ program, was submitted to the insurance indus- 
try for consideration. Unfortunately, we could not ob- 
tain complete accord of the business, inasmuch as the 
changes were not acceptable to some. 

For the sole purpose of obtaining insurance legisla- 
tion during this session, which we feel is most essential 
in the public interest, we urge passage of an Act to con- 
form with the enclosed proposed text, amended if pos- 
sible, to provide a longer moratorium. 


It is our understanding that negotiations within the 
insurance industry are still in progress to produce unan- 
imous support for the enclosed proposed text, and have 
assurance that at this time the major portion of the in- 
dustry is in complete accord. 


Respectfully, 
NATIONAL ASSOCIATION OF 
INSURANCE COMMISSIONERS 
Newell R. Johnson, President 
Charles F. J. Harrington 
Chairman, N.A.I.C. 
Federal Legislation Committee 


EXHIBIT “E” 


Washington, D. C., 
January 12, 1945. 


Honorable Pat McCarran, Chairman 
Committee on the Judiciary of the Senate 


The Capitol 
Washington, D. C. 
Dear Senator: 


There is submitted herewith a form of bill, which 
the undersigned respectfully request be favorably con- 
sidered and reported by the Committee on the Judiciary 
of the Senate. 

Honorable Newell Johnson, President of the National 
Association of Insurance Commissioners, and Honorable 
Charles F. J. Harrington, Chairman of the Sub-Com- 
mittee on Federal Legislation of such Association, have 
been requested by the undersigned to present this letter 
and legislative proposal, and are authorized to speak on 
our behalf with respect thereto. 


Respectfully submitted, 

AMERICAN LIFE CONVENTION 
Robert L. Hogg 

AMERICAN MUTUAL ALLIANCE 
A. V. Gruhn, General Manager 

ASSOCIATION OF CASUALTY AND 
SURETY EXECUTIVES 
Ray Murphy, General Counsel 

INLAND MARINE UNDERWRITERS 
ASSOCIATION 
J. V. Herd 

NATIONAL ASSOCIATION OF 
INSURANCE AGENTS 
W. Ray Thomas, President 

NATIONAL ASSOCIATION OF 

, MUTUAL INS. AGENTS 

Philip L. Baldwin, Exec. Secretary 
Edward L. Williams, on behalf of 
NATIONAL BOARD OF FIRE 
UNDERWRITERS, INSURANCE 

- EXECUTIVES ASSOCIATION 

NATIONAL ASSOCIATION OF 
INSURANCE BROKERS, INC. 
Harry E. Moore 

THE NATIONAL ASSOCIATION OF 
CASUALTY AND SURETY AGENTS 
John E. O’Neil, per WRT 





EXHIBIT “F” 


IN THE SENATE OF THE UNITED STATES 
A BILL 


To express the intent of the Congress with reference to 
the regulation of the business of insurance 


Be it enacted by the Senate and House of Representa- 
tives of the United States of America in Congress as- 
sembled, That the Congress hereby declares that the 


(Continued on page 14) 
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OF SUB-COMMITTEE 


(Continued from page 4) 


Commission Act shall be applicable 
to the business of insurance “to the 
extent that such business is not reg- 
ulated by state law”. The expres- 
sion in quotation marks will be the 
subject of further comment elsewhere 
in this report. 


The Commissioners also asked for 


outright exemption from the Robin- 


son-Patman Act. Congress has pro- 
vided specifically that the Robinson- 
Patman Act shall not apply to the in- 
surance business up to January 1, 
1948. We are uncertain as to the 
applicability of that act to the busi- 
ness of insurance after that date for 
the following reason. Part of the 
Robinson-Patman Act (15 U.S.C.A. 
13-13a) is a part of the Clayton Act 
(15 U.S.C.A.12-27). Section 2-b of 
the bill provides that after January 
i, 1948 the Clayton Act shall be ap- 
plicable to the business of insurance 
to the extent that such business ‘s 
not regulated by state law. Section 
3-a of the statute provides that until 
January 1, 1948 the Robinson-Pat- 
man Act shall not apply ‘to the busi- 
ness of insurance or to acts in con- 
duct thereof. The specific mention 
of the Robinson-Patman Act in Sec- 
tion 3-a suggests, or at least it can 
be so argued, that Congress intended 
that after January 1, 1948 that act 
should apply to the insurance business 
without limitation of any kind. On 
the contrary, the provision in Section 
2-b that the Clayton Act, of which 
part of the Robinson-Patman Act is 
a part, shall be applicable to the busi- 
ness of insurance “to the extent that 
such business is not regulated by state 
law,” suggests that after January 1, 
1948 the Robinson-Patman Act, or 
at least a part of it, shall be in the 
same category as the Federal Trade 
Commission Act. 


This brings us to a consideration 
of the Sherman and Clayton Acts. In 
the Commissioners’ original text it 
was provided that there should be a 
moratorium on the Sherman and 
Clayton Acts until July 1, 1948. Af- 
ter that date the Sherman Act was to 
apply to the insurance business but 
certain enumerated cooperative ef- 
forts, set forth in section 4-b of the 
Commissioners’ proposal, were to be 
exempted therefrom. The first ex- 
emption applied to concerted action 
ii the field of rate making and con- 
templated state supervision. In the 
bill finally adopted by Congress the 
specific activities enumerated in the 
Commissioners’ proposal were omit- 
ted and in lieu thereof Congress pro- 
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vided that the Sherman Act, the Clay- 
ton Act and the Federal Trade Com- 
mission Act should all be applicable 
to the business of insurance “to the 
extent that such business is not reg- 
ulated by the state law.” In short, 
a general provision was substituted 
for the specific language employed by 
the Commissioners. 


The exact meaning of the expres- 
sion, “to the extent that such busi- 
ness is not regulated by state law,” 
has been the subject of discussion in 
the Sub-Committee. The debate in 
the United States Senate following 
the report of the conference commit- 
tee indicated differences of opinion 
as to the effect of the language 
quoted. Some Senators felt that this 
language gave those states which en- 
acted legislation on the subject the 
right to modify and even eliminate 
the applicability of the Sherman and 
Clayton and Federal Trade Commis- 
sion Acts to the business of insur- 
ance depending upon the extent of 
the state legislation enacted. Indeed, 
it was suggested that this language 
permitted the states to adopt ineffec- 
tive legislation or, as one Senator 
put it, “to go through the form of 
regulation merely in order to put in- 
surance companies within that state 
en an island of safety from Congres- 
sional regulation.” It was argued 
that the states would not abuse the 
privilege thus conferred upon them 
and that if by any chance they did, 
Congress could immediately pass ad- 
ditional corrective legislation. On 
the contrary, it was asserted that the 
legislation did not contemplate in- 
effective state regulation. This rea- 
soning was based upon the premise 
that the word “regulated” as used in 
the quoted language had a very defi- 
nite meaning and contemplated not 
mere permissive action uncontrolled 
by state authorities but affirmative, 
effective regulation of the type de- 
scribed by the President in his letter 
of January 2, 1945 to Senator Rad- 
cliffe and emphasized in the Presi- 
dent’s memorandum made public at 
the time he signed the bill. 


The decision of the United States 
Supreme Court in the South-Eastern 
Underwriters case confronted Con- 
gress, the State Legislatures and the 
insurance Commissioners with a prob- 
lem—the task of preserving state reg- 
ulation and at the same time not 
emasculating the federal anti-trust 
laws. The final product does not go as 
far in some respects as the Commis- 
sioners had hoped and goes farther in 
others, a situation which frequently 
occurs when compromises must be 
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made. It is apparent, however, that 
a sincere effort was made to reconcile 
conflicting views as to the best man- 
ner of regulating the insurance busi- 
ness in the public interest. 

In so far as this Sub-Committee is 
concerned our position is clear. We 
believe in state regulation and this 
bill recognizes that principle. Under 
this bill effective state regulation is 
required if state regulation is to be 
preserved. The bill presents a chal- 
lenge to the states. . We believe the 
states can meet that challenge. We 


‘restate the fundamental principle to 


which we have consistently adhered, 
iiamely, that the states are under an 
obligation to provide effective state 
regulation. Those states whose stat- 
utes are deficient in that respect 
should immediately address them- 
selves to the task of securing appro- 
priate legislation designed to meet 
this new development. 
Respectfully submitted, 
Charles F. J. Harrington, 
Chairman 
Newell R. Johnson 
James M. McCormack 
Edward L. Scheufler 
Robert FE. Dineen 
J. Edwin Larson 
New York, N. Y. 
March 10, 1945. 





SAFETY OSCARS 


R. Mark A. May, director of 
the Institute of Human Re- 
lations, Yale University, act- 
ing as Chairman of the Motion Pic- 
ture Committee of National Safety 
Council has announced the awarding 
of “Safety Oscars” to eight motion 
pictures and two sound film strips for 
contributing most to human safety in 


1944. 


The safety awards were made by 
a committee representing 17 national 
organizations and sponsored by the 
National Safety Council. The awards 
are made annually in the fields of 
home, traffic, occupational and gen- 
cral safety. 

The highest award for a theatrical 
motion picture in the field of occu- 
pational safety went to “Safety 
Sleuth”—a Pete Smith specialty pro- 
duced by Metro-Goldwyn-Mayer. 





“To Live in Darkness,” produced 
by the U. S. Navy, won first prize as 
the best non-theatrical motion picture. 


“Ring Down the Curtain,” pro- 
duced by the Michigan Bell Tele- 
phone Company, won first prize as 
the best sound film strip in the occu- 
pational field. 
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Police of Nation to Launch 


O save passenger cars from the 

scrap heap, to maintain ade- 

quate transportation for war 
workers and to reduce traffic acci- 
dents, the nation’s police are making 
final plans to conduct a brake check 
program in every state. 

The program, sponsored by the 
International Association of Chiefs 
of Police, will start April 15 and end 
June 1. More than 5,000 chiefs of 
police and sheriffs will participate. 

With the supply of passenger cars 
dwindling at an alarming rate, and 
with cars today nearly twice as old 
on the average as in pre-war times, it 
is expected the brake check program 
will accomplish a great deal in con- 
serving cars and reducing accidents. 

Records show that the war effort 
has suffered serious interference by 
reason of deaths and injuries to war 
workers on the roads and streets. In 
1943 more than half of the 824,000 
injured and killed were workers. And 
last year, it is estimated, some 250,000 
cars were scrapped after they were 
damaged beyond repair in accidents. 

The brake check was selected by 
the Association as a device for focus- 
ing public attention on the serious- 
ness of the car and accident situa- 
tions. The program was worked out 
in such a way that it will not replace 
routine police work, but rather will 
supplement it. The brake check will 
not require additional manpower as 
the check takes only a minute to 
inake. 

A program similar to the one to be 
conducted nationally was applied last 
year in Michigan. In that state, ac- 
cidents had been increasing for seven 
consecutive months. The first month 
of the program, fatalities were less, 
as compared with the same month of 
the previous year, by 33 per cent. In 
the second month, they were fewer 
by 31 per cent, and in the third 
month, when the program was inop- 
erative, there was a carry-over reduc- 
tion of 16 per cent. Deaths in the 
three months were less than for the 
same period of 1943 by more than 
100. 


That the check caused motorists in 
general to give better care to their 
cars is shown by the fact that when 
the program started, one of every 
seven cars failed to meet brake check 
requirements; when the program 
ended, only one of 23 cars failed to 
meet requirements. During the pro- 


gram, about 11 per cent of the total 
cars checked had brakes considered 
inadequate or unsafe. 

Developed through careful re- 
search, the brake check takes into full 
consideration the current problems of 
traffic law enforcement and the en- 
gineering and mechanical aspects in- 
volved. 

The brake check program covers 
passenger cars only which are in- 
volved in traffic violations in which 
the car is moving, and cars involved 
in accidents. In addition, police offi- 
cers will check the brakes of cars op- 
erated in a manner indicating inade- 
quate brakes. 

When the officer has stopped a car 
for a moving violation, he asks the 
driver to vacate the driver’s seat. The 
officer then opens the car door on the 
driving side; leaves it open while he 
performs the simple act of depressing 
the brake pedal with the toe of his 
right shoe. In this manner, he deter- 
mines the distance between the pedal 
and the floorboard when the brakes 
begin to grip. 

If the pedal depresses to within one 
inch or less of the floorboard before 
the brakes begin to grip or take hold, 
the brakes are inadequate and need 
immediate attention. 


Brake Check Program 


The most convenient way of de- 
termining the distance of one inch is 
to place a piece of wood one inch 
thick on the floorboard under the ped- 
al. If the pedal strikes the piece of 
wood before the brakes take hold, 
the car fails to pass the check. 

If the brakes grip while the pedal 
is slightly more than one inch from 
the floorboard, they are not to be con- 
sidered safe, and the driver should be 
urged to have corrective measures 
taken. 

If the brakes take hold while the 
pedal is substantially higher than one 
inch from the floorboard, the brake 
check will have been passed, but the 
officer should not in any case inform 
the driver that he has safe brakes. 
His brakes have merely met the check 
conditions. 


When one inch or less of distance 
exists between pedal and floorboard 
when brakes begin to grip, the brake 
pedal actually hits the floorboard be- 
fore enough pressure can be built up 
to make the lining grip the brake 
drums hard enough to stop the car 
safely in emergency situations. 

The average car requires about 130 
pounds of pedal pressure to permit 
brakes to do a maximum job. With 


only one inch of effective distance 





If the driver’s brakes had held, this pedestrian would not have been struck 


down. 


Better brakes will give your car—and the pedestrian—longer life 
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left, it is possible to build up only 
about 50 pounds of pedal pressure. 
This is little more than one-third of 
the pressure necessary for maximum 
stopping ability. 

When only one inch of distance 
from the pedal to the floorboard re- 
mains, in addition to a lack of ad- 
justment of the brake pedal, there is 
possibility of other unsafe brake con- 
ditions. 

When less than one inch of dis- 
tance is left, about 60 feet will be re- 
quired to stop a car at 20 miles per 
hour. This is twice the maximum 
distance allowed by most state laws 
for stopping a car. The dangerous 
condition of such brakes then be- 
comes immediately apparent. 

If a car passes the brake check, it 
does not follow that the brakes are 
safe. It means the brakes have merely 
met the check requirements. 

If the brakes fail to pass the check, 
the officer will inform the driver of 
the necessity for immediate attention, 
or take such enforcement steps as are 
required by the policy of the police 
department or sheriff’s office con- 
cerned. 


The one-inch brake check is not a 
test since it does not test the brakes. 
It is a sound enforcement device 
whereby inadequate brakes can be de- 
tected. When it is desired actually 
to test the brakes, a decelerometer or 
some other test legally recognized in 
a particular state should be used. The 
program, however, concerns itself 
only with the one-inch brake check, 
a war-time device designed to enable 
any police officer to recognize inade- 
quate brakes. 
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« YOU'RE ONLY 
A FOOT 
‘FROM TROUBLE 


CHECK YOUR BRAKES! 
NATIONWIDE 
POLICE PROGRAM 
April 15-June 1 
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The wheels of the nation’s industry are kept turning by the wheels of the 
nation’s automobiles. These vehicles must be kept on the road in 
the interest of war time production 


Unfortunately, accident records 
are not kept in detail sufficient to de- 
termine at all accurately how much 
of a factor poor brakes are in causing 
accidents. Figures from twelve states 
indicate that bad brakes account for 
up to 11 per cent of fatal accidents. 
A. good clue is presented by compul- 
sory car inspections. In New Jersey 
last year, about 15 per cent of all cars 
inspected were rejected because of 
bad brakes. In New Hampshire 
brake rejections totalled 19.5 per cent. 
Those figures are regarded as indica- 
tive of the situation throughout the 
country. 


While the program centers around 
brakes, the police will urge motorists 
to give their cars the utmost care with 
stress placed not only on brakes, but 
on steering gear, tires, windshield 
wipers, and other parts having to do 
with driving safety. 

While this is a police program, to 
be entirely effective it must have pub- 
lic acceptance and support. So far, 
the program has been enthusiastically 
received by many national organiza- 
tions, many of which have pledged 
active cooperation by aiding in the 
distribution of literature and posters 
aimed to inform the motoring public 
at large. 


Referring to the vital importance 
of highway transportation, President 
Roosevelt has urged the police chiefs’ 
association to mobilize “for a con- 
certed attack on this fearful threat 
(traffic accidents) to our people and 


to our war effort.” In pledging his . 
support to the program General Bre- 
hon B. Somervell, Chief of the U. S. 
Army Service Forces, declared that, 
“Every automobile in America must 
be regarded as a weapon in our all- 
out war effort.” 

Among the organizations support- 
ing the program are the Office of De- 
fense Transportation, U. S. Army 
Service Forces, the Office of War 
Information, the American Associa- 
tion of Motor Vehicle Administrat- 
ors, the American Association of 
State Highway Officials, the High- 
way Traffic Advisory Committee to 
the War Department, the U. S. Con- 
ference of Mayors, the Council of 
State Governments, the National 
Safety Council, the Automotive Safe- 
ty Foundation, the National Conser- 
vation Bureau, the American Auto- 
niobile Association, and the National 
Post-War Traffic Safety Committee, 
composed of 48 national organiza- 
tions interested in safety. Altogether, 
nearly one-hundred groups will sup- 
port the program. 

Heading the program are Brigadier 
General D. C. Draper, president of 
the International Association of 
Chiefs of Police; Edward J. Kelly, 
executive secretary ; Edward J. Hick- 
ey general chairman of the State and 
F'rovincial. Section; and Robert E. 
Raleigh, acting director of the Safety 
Division. Mr, Raleigh is in active 
charge of the program from the Safe- 
ty Division headquarters in Evanston, 
Illinois. 
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“ALL IS NOT GOLD 
THAT GLITTERS” 


fake jewelry loss was ex- 
posed several years ago when 
adjusters sifted the ashes of 


a burned residence to recover dia- 
monds which were supposed to have 
been in the building. The policy- 
holder did not know that diamonds 
are seldom destroyed in a fire, but 
merely char on the outside and are 
frequently salvaged. Faced with ex- 
posure, he hurriedly advised the in- 
surance company that the jewelry had 
been “found” elsewhere and with- 
drew his claim. Insurance underwrit- 
ers and adjusters will find a knowl- 
edge of jewelry to be invaluable, both 
in providing proper coverage and in 
the handling of claims. 

The jewelry insurance policy is the 
broadest coverage generally available. 
It protects against loss or damage 
from “all risks” and there are only 
two exclusions. Loss and damage 
caused by gradual deterioration, 
moths, vermin, or inherent vice are 
excluded. There is also a war dam- 
age exclusion which contains similar 
language to that in other Personal 
Floater insurance policies. 

The coverage may be issued on a 
cash value basis or on an agreed value 
basis. In either case, the items of 
jewelry are specifically listed in the 
form and a value is set opposite each 
item. Unless specified to the con- 
trary, the amount listed is the maxi- 
mum amount of insurance on each 
piece, and recovery is limited by the 
basic policy to the actual cash value. 
For instance, a diamond bracelet 
might be worth $800 at the time the 
policy is issued with $800 coverage 
provided in the form. A couple of 
vears later the value might have been 
decreased by $600 by economic de- 
pression or other cause. Under an 
actual cash value policy the amount 
payable in case of loss would be only 
$600. 

On the contrary, the form may list 
the amount as an agreed value for 
the piece. In this case the amount 
specified in the form would be paid 


regardless of any change in actual 
value since the policy was written. 
jt is obvious that an agreed value 
policy should be issued only after the 
most careful appraisal, and with com- 
plete knowledge on the part of the in- 
surance company that the jewelry is 
worth the amount specified. 

Many jewelry policies contain a 
warranty that the insured is not and 
will not be engaged in any form of 
professional entertaining during the 
term of the policy. Inland Marine 
underwriters are agreed that jewelry 
owned by professional entertainers is 
more subject to loss than the jewelry 
of the average policyholder. Pro- 
fessional entertainers must keep in 
the public eye and make displays 
which are unnecessary for other 
people. 

The basic policy used with jewelry 
forms contains one clause which 
sometimes limits the amount of re- 
covery for loss. This is the “Pairs 
and Sets” clause which provides that 
when part of a pair or set is lost, the 
measure of loss shall be a reasonable 
and fair proportion of the total value 
of the set. If it were not for thts 
limitation, there would be occasions 
where the loss of one piece might be 
construed to result in the total loss 
of the set. 

Even with the Pairs and Sets 
clause in the policy, adjusters some- 
times find it difficult to handle losses 
when one of a pair is lost. For in- 
stance, the loss of one earring does 
effectively destroy the value of the 
pair if the remaining earring cannot 
be matched. Unfortunately there are 
few women who copy the famous 
movie actress who kept one eye and 
ear covered with her hair, and the 
use of a single earring is not a present 
fad. 

The “Sue and Labor” clause is im- 
portant to both insurance company 
and jewelry owner. The insured is 
obligated to collaborate with the in- 
surance company in making recovery, 
and both company and insured are 
authorized to make expenditures for 
the recovery. 


Good adjusters make careful in- 
quiries into the circumstance of any 
jewelry loss. Even though the in- 
sured is believed to be strictly honest, 
the adjuster may be able to uncover 
information which will lead to the 
recovery of the lost article. In other 
cases there may be deliberate fraud, 
or carelessness which the insured is 
ashamed to admit. 

Recently the Inland Marine De- 
partment of a large insurance com- 
pany received a claim from a promi- 
nent policyholder for a valuable 
watch. It was reported that the watch 
had been lost sometime during the 
previous few weeks but the insured 
was hazy about the exact details be- 
cause he had several watches and had 
not missed the one in question when 
it first disappeared. 

Diligent search at the insured’s res- 
idence and questioning of his family 
and servants did not indicate any dis- 
crepancy in the insured’s story. How- 
ever, since the watch was insured for 
S800, the company was carefully 
checking all possibilities. The pawn 
shop detail on the police department 
was contacted and after a couple of 
weeks the watch was located in a 
pawnshop. 

Fortunately the pawnbroker re- 
membered the name of a taxi driver 
who had left the watch and had re- 
ceived a one hundred dollar loan on 
it. When he was located, the taxi 
driver was perfectly willing to tell 
the whole story in order to prove that 
he did not steal the watch. 

About six weeks previously the in- 
sured, while in an inebriated condi- 
tion, had hailed this taxi driver and 
requested him to recommend a girl 
friend for the evening. The insured 
told the taxi driver he would give him 
the watch if the “lady” proved to be 
particularly intriguing. 

The taxi driver came through with 
the right kind of accommodation and 
waited for the insured outside the 
“lady’s” residence. When the in- 
sured came out, it developed that he 
had already given the watch to the 
girl friend. She apparently had 


(Continued on page 24) 
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. 
INSURANCE NEWS DIGEST--FIRE AND CASUALTY 


Covering Period From February 1, 1945 Through February 28, 1945 





513, 50th ANNIVERSARY. By way of announcing the 
attainment of its 50th anniversary, Pennsylvania 
Lumbermens Mutual Fire Ins. Co. at Philadelphia has 
issued a handsome brochure containing its 50th an- 
nual statement as of December 31, 1944 showing 
total assets of $5,029,469.00 with surplus to pol- 
icyholders of $2,526,140.00. Since its organi- 
zation the company has paid losses amounting to 
$16,468,507.00 and has returned dividends to pol- 
icyholders in the sum of $12,074,779.00. The 
officers of Pennsylvania Lumbermens are Herman J. 
Pelstring, President and Manager; C. Frank William- 
son lst Vice President; Thomas R. Marshall, 2nd 
Vice President; Newton B. Morrell, Assistant Vice 
Pres.; Archibald Kellock, Secretary and Treasurer; 
Robert J. Chalmers, Assistant Secretary; Joseph A. 
McCormic, Assistant Secretary; Robert Platzer, As- 
sistant Treasurer and Roy W. Baker, Assistant 
Treasurer. 


514, PREFERRED MUTUAL EXPANDS. At the 48th Annual 
Directors Meeting of Preferred Mutual Fire Insur- 
ance Company in New Berlin, New York, Secretary 
Robert R. Hoadley reported upon the company's 1944 
operations and announced that the directors had ap- 
proved by resolution the extension of the company's 
present six-state operations to include Massachu- 
setts, the District of Columbia, North Carolina and 
Virginia. Admitted assets of the company are 
$1,745,924.00 with a surplus of $1,092,685.00. 


515, BLUE CROSS LEGALIZED. The Blue Cross Hospital 
Insurance System has been legalized in Tennessee 
under a law recently signed by Governor McCord. 
The first Blue Cross unit in Tennessee will prob- 
ably be set up in Chattanooga since sponsors of the 
measure were from that section. The organization 
units will be subject to the fees of taxes as pre- 
scribed for life, health and accident companies 
and agents. 


516, OHIO FUND DENIES LIABILITY. The Ohio Indus- 
trial Commission has rejected a request made by 
the East Ohio Gas Company to pay just benefits from 
its insurance fund to dependents of company en- 
ployees who were killed in an explosion and fire of 
a liquefied gas container at Cleveland, Ohio, Oc- 
tober 20. East Ohio Gas is a self-insurer, but 
contends that it is entitled to a share of the funds 
on the ground that losses resulting from a fire 
brought its claims under Commission regulations 
governing catastrophes. Officials of the company 
after the hearing said ‘that there was no question 
about payment of the claims but only who should 
settle them and they indicated a court test would 
be sought if the Commission refused the proposal. 


517, TAX BILL WITHDRAWN. The Indiana Tax Equaliza- 
tion bill proposing to tax foreign and domestic in- 
surance companies alike upon the so-called "New 
Jersey Plan" was withdrawn by administration back- 
ers during the dying hours of the legislature of 
that State. The principal feature of the bill was 
to tax both foreign and domestic companies at the 
same rate upon not to exceed 124% of the premium 
developed in Indiana. Presumably this would have 
given the domestic companies an advantage. 


518, MISSOURI COMMISSION HEAD. Governor Donnelly 
of Missouri has reappointed Edgar C. Nelson as a 
member of Missouri Workmen's Compensation Commis- 
sion and has designated him as chairman. Commis- 
sioner Nelson has been a member of the Compensa- 
tion Board for twelve years. 


519, INSURANCE HEAD ANNOUNCED. John P. Casey, -re- 
cently with the United States Branch of Zurich and 
prior to that for eight years with American Auto- 
mobile of St. Louis, has been appointed to a newly 
created position of Insurance Director of the 





American Federation of Farm Bureaus with head- 
quarters in Chicago. It is announced he will act 
as counsel for the Farm Bureau insurance organi- 
zations in the various states and will assist in 
the organization of new companies in those states 
where such enterprises are projected. 


520. PARTICIPATING PLAN CHANGED. Manufacturers 
Casualty Insurance Company of Philadelphia has an- 
nounced that effective May lst it will substitute 
a new Workmen's Compensation plan to be known as 
the "Safety Dividends Plan" for the one the com- 
pany has previously used in New York State. At 
the same time the plan is introduced Manufacturers 
company will discontinue the writing of partici- 
pating policies on automobile personal injury and 
property damage, public liability other than auto- 
mobile, burglary and plate glass policies in New 
York State. President W. S. Kite of the Manufac- 
turers Company states that repeated reductions in 
rates and fluctuations in loss ratios have made it 
necessary to discontinue the payment of dividends 
on the miscellaneous casualty lines other than 
Workmen's Compensation. 


521, RECIPROCALS AUTHORIZE. The West Virginia leg- 
islature has passed a bill permitting the licensing 
and operation of reciprocal and inter-insurance 
exchanges, thus giving that type of carrier legal 
authority to contract business in the state. 


522, COMMISSIONER SUSPENDED. Commissioner Oscar E. 
Erickson of North Dakota has been suspended fol- 
lowing the action of the House of Representatives 
of that State in adopting a resolution stating 
"there is probable cause to believe that Oscar E. 
Erickson, Commissioner of Insurance of the State 
of North Dakota is guilty of impeachable offenses’ 
and * * * should be impeached and required to stand 
trial for such offenses." Governor Fred G. Aan- 
dahl has named S. A. Olsness, who was Insurance 
Commissioner from 1917 to 1934 to serve during the 
suspension of Mr. Erickson. 


523, MEETING CANCELLED. The State Convention of 
the Iowa Association of Mutual Insurance Agents 
which had been planned for April 9 and 10 at Des 
Moines, Iowa, has been cancelled in compliance 
with government regulations. H. 0. Arthur, presi- 
dent of the Association states that plans are under 
consideration for the holding of a meeting of State 
officers and directors sometime during the latter 
part of March at Marshalltown, Iowa. 


524, MUTUAL OFFICIAL DIES. Ray A. Backus, Asst. 
Sec. of Michigan Millers Mutual -Fire Insurance 
Company of Lansing, Michigan, died in his home in 
Lansing on March 9 following an illness of but a 
few hours. Mr. Backus was in charge of Mill and 
Elevator underwriting for the Michigan Millers 
with which company he had been connected since 1921 
following his graduation from Michigan State Col- 
lege. He was forty-six years of age. 


525, BRICKER JOINS MUTUAL ORGANIZATION. John W. 
Bricker, former Governor of Ohio and in 1944 Repub- 
lican nominee for Vice-President of the United 
States, has joined Mayflower Mutual Insurance Con- 
pany of Columbus, Ohio, as president and a mem- 
ber of its board of directors. 


526, CELEBRATES ANNIVERSARY. Joseph G. Wesner, 
Assistant Secretary of American Mutual Liability 
Insurance Company of Boston, completed twenty-five 
years of service with the company on March 9th and 
was tendered an anniversary dinner by twenty-five 
of his associates. Following the dinner Mr. Wesner 
was presented with a diamond service emblem by 
Frank R. Mullaney, Vice-President and Secretary of 
American Mutual. 
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527. ASSUMES VICE-PRESIDENCY. Leonard H. Jones, 
well known by mutual insurance men throughout the 
country as vice-president of the Lumbermens Mutual 
Insurance Company of Mansfield, Ohio, has been 
elected Executive Vice-President of Retail Drug- 
gist Mutual Fire Insurance Company of Cincinnati, 
Ohio, and will assume his new position shortly. 
Mr. Jones was the first executive secretary of the 
National Association of Mutual Insurance Agents 
and for a number of years has been an active men- 
ber of the Mutual Insurance Advertising-Sales Con- 
ference. In announcing his acceptance of the new 
post, Mr. Jones stated that Retail Druggists now 
in its 56th year is planning a program of expansion 
to enlarge its agency plants in Ohio, Michigan, 
Kentucky and Georgia. Mr. Jones will continue his 
residence in Mansfield. 


528. NEW RATING BUREAU. Rating expert, Leon A. 
Watson of New Jersey, who operates as a private in- 
dividual the Schedule Rating Office of New Jersey 
has proposed to company executives that his sub- 
scribers form a company organization similar to 
those in New York, New England and the Middle 
Department. Mr. Watson points out that in tak- 
ing this step, indicated by the enactment of a 
new rating law in New Jersey last year, the con- 
panies would gain definite and complete control of 
the organization and at the same time relieve him 
of numerous legal responsibilities and give the 
employees of the organization a better guarantee of 
permanency of employment, pension, etc. 


529, COMMISSIONER APPOINTMENTS. Superintendent of 
Insurance, Edward L. Scheufler of Missouri, Chair- 
man of the Executive Committee of the National 
Association of Insurance Commissioners has an- 
nounced that in agreement with Commissioner Newell 
R. Johnson, President of the Association, J. Edwin 
Larson, Insurance Commissioner of Florida, has 
been named to succeed J. Herbert Graves of Arkansas 
as a member of the Sub-committee on Federal Legis- 
lation of the Executive Committee of the N.A.I.C. 
Commissioner Scheufler also reports that Maynard 
Garrison, Insurance Commissioner of California, 
has been selected by the Executive Committee to 
fill the vacancy at large occasioned by the retire- 
ment of Commissioner 0. P. Lockhart of Texas. It 
is also announced that following the action of the 
Executive Committee at St. Louis on February 8 - 9, 
Commissioners Newell R. Johnson of Minnesota, Wil- 
liam P. Hodges of North Carolina and David A. 
Forbes of Michigan have been asked to serve on a 
Sub-committee to study and report on arrangements 
and duties of the Workmen's Compensation Counsel- 
orship held by the late Clarence Hobbs. The Sub- 
committee is to report back to the Executive Com- 
mittee with recommendations at the annual summer 
meeting of the Commissioners Association. 


530. C.P.C.U. CHAPTER ORGANIZED. The Eastern 
Chapter of the Society of Chartered Property and 
Casualty Underwriters was organized in Philadel- 
phia on March 5 with E. Adrian Peaf of Philadelphia 
as president; Edward H. Kingsbury of New York, 
vice-president and F. Harman Chegwidden of Camden, 
New Jersey, secretary-treasurer. 


531. TENNESSEE LAWS AMENDED. The Tennessee Legis- 
lature has adjourned after passing a number of in- 
surance bills, one of which amended the premium 
tax law so as to make all companies, domestic and 
foreign, including farm mutuals, pay the tax at the 
same rate. Laws for the creation of state casualty 
and fire rating organizations were also enacted, 
together with a bill amending the mutual law to per- 
mit Tennessee farm mutuals to write hail, flood and 
windstorm insurance as well as fire. 


532, AGENTS FIGHT BILL. The New Jersey Associa- 
tion of Insurance Agents has appealed to all mem- 
bers of the Association to oppose a bill for the 
Judiciary Committee which increases rates and 
contribution by employers to the unemployment com- 
pensation fund, eliminates the present exemption 
of less than eight employees and attempts to leg- 
islate insurance agents into a status of employees 
of insurance companies. 
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533, INDUSTRIAL BOARD REORGANIZATION. Governor 
Dewey of New York has signed a bill reorganizing 
the administration of the Workmen's Compensation 
law by changing the name of the administrative 
authority from the Industrial Board to the Work- 
men's Compensation Board, giving the chairman full 
executive and administrative power and vesting 
in the board all the quasi-judicial functions 
specified in the law. Formerly the authority with 
respect to the administration of the New York 
Workmen's Compensation Act has been divided among 
the board, its vice chairman and the industrial 
commissioner. In asking for remedial legislation 
Governor Dewey told the legislature that this di- 
vision "has produced the inevitable result of in- 
efficiency, delay and waste." 


534, ACTUARY APPOINTED. W. Harold Bittel has been 
appointed actuary of the Department of Banking and 
Insurance of New Jersey to succeed A. N. Guertin, 
who resigned to become actuary of the American Life 
Convention. Mr. Bittel was born in Peoria, Ill. 
and is a graduate of the University of Michigan 
where he specialized in actuarial science. The 
appointment is effective March 15th. 


535, MUTUAL AGENTS ORGANIZE. The Mutual Insurance 
Agents' Association of New York, an unincorporated 
body, has been chartered as Mutual Agents' Associa- 
tion of New York, Inc. Among the objects and pur- 
poses of the corporation are: The mutual benefit of 
the members; to secure a more thorough understand- 
ing of the insurance needs of the general public; to 
establish and maintain a close and friendly rela- 
tionship between members and their companies and to 
encourage the production of mutual insurance 
through the agency system. The directors named 
are: To serve until the first annual meeting of the 
corporation, Amos Burno, Malone; Case Dessuter, 
Williamson; Emerson Brewster, Oneida; Harold Walk- 
er, Ilion; Lawrence Bentley, Glens Falls; Martin 
Doyle, Syracuse; Paul Garrisk, Mecline; Sid Spear, 
Malone; Eugene Wright, Valley Stream. 


To serve until the second annual meeting, Norris 
Dann, Endicott; Harry Touhey, Geneva; Walter Tay- 
lor, Rochester; Martin Hearn, Canajoharie; William 
Billings, Niagara Falls; James Walker, Schenectady; 
George Phelan, New York City; Raymond Adams, Water- 
town; Howard St. John, Kingston. 

To serve until the third annual meeting, Thomas 
McManus, Buffalo; Henry A. Smith, Utica; William 
J. Fox, Ogdensburg; Benjamin T. West, East Setau- 
ket; Homer Dunn, Lisbon; Corey G. Hunter, Moravia; 
H. Harding James, Binghamton; Joseph Conroy, New 
York City; Leo Pearson, Springville. 


536, ALABAMA TAX LITIGATION. Circuit Court Judge 
Walter B. Jones of Alabama has granted temporary 
injunctions restraining Acting Superintendent of 
‘Insurance Brooks Glass of that State from can- 
celling or revoking the licenses of the "Aetna 
Group" of insurance companies and their agents in 
Alabama because of failure to pay their 1944 pre- 
mium taxes. Bills seeking the injunctions were 
filed after Judge Jones had granted temporary in- 
junctions in a similar case involving the Mass- 
achusetts Mutual Life and Prudential. All of the 
companies involved in the actions contend that 
Alabama statutes relating to premium taxation 
against foreign insurance companies are discrin- 
inatory by reason of the fact that a foreign com- 
pany is charged 24% annually on its gross premiums 
whereas domestic companies are charged only 1%. In 
the case of Massachusetts Mutual and Prudential 
notice of appeal to the State Supreme Court has 
been given by Acting Commissioner Glass and a hear- 
ing on the merits of the remaining cases will prob- 
ably be delayed pending the disappeal since all 
involve the same legal principle. 


537. H. A. BEHRENS DIES. Herman A. Behrens, 61, 
Chairman of the Board of Continental Casualty and 
President of Continental Assurance and one of the 
best known insurance executives in the United 
States died March 13 at his home in California. 
The passing of Mr. Behrens brought numerous ex- 
pressions of regret and eulogy from insurance ex- 
ecutives of all types and kinds of companies and 
organizations throughout the country. 
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538..ENTER AVIATION FIELD. American Mutual Lia- 
bility Insurance Company of Boston and (American) 
Lumbermens Mutual Casualty Company have both an- 
nounced their entrance into the aviation liability 
insurance field and have made independent rate and 
= filings with the New York Insurance Depart- 
ment. 


539, FIRE RATES REDUCED. Commissioner of Insur- 
ance W. A. Mueller of South Dakota has announced 
that effective July lst there will be a reduction 
of 5% on city dwellings; 20% on farm dwellings and 
from 10 to 15% on commercial properties east of the 
Missouri River in that State, with a 10% increase 
for tornado. 


540, OKLAHOMA TAX PROTESTED. According to Ralph 
Russell, Assistant Insurance Commissioner of Okla- 
homa, a number of companies have filed protests to 
the 4% premium tax with a total payment of approx- 
imately $1,300,000.00 involved. Under Oklahoma 
law the companies have 60 days in which to file 
suit to recover the taxes paid. The Insurance 
Commissioner has sent to all companies doing busi- 
ness in the State, both foreign and domestic, 
blanks calling for a report of their total ad- 
mitted assets and also the amount of assets in- 
vested in Oklahoma securities in order to ascer- 
tain the deduction to which each is entitled for 
investment in such securities. 


541, HUEBNER FOUNDATION AWARD. The S. S. Huebner 
Foundation for insurance education administered at 
the University of Pennsylvania announces that dur- 
ing the coming year it will make available gradu- 
ate scholarships in the amount of $400 in graduate 
fellowships in amounts ranging from $1,000 to 
$1,600 to properly qualified persons who may wish 
to prepare for or continue preparation for an in- 
— teaching career in the higher educational 
ield. 


542, TENNESSEE LEADS THE WAY. The first State to 
enact a fire insurance regulatory measure follow- 
ing the recent passage of a bill by Congress giving 
the states until January 1, 1948 to adopt such 
measures was Tennessee, which passed bills to reg- 
ulate the making and administration of both fire 
and casualty insurance rates. The fire regulatory 
measure, which may be followed in a number of other 
states, becomes effective September 1, 1945. The 
more important features of the law are as follows: 


Unless it makes its own rates, every insurer 
shall be a member of or subscriber to a rating 
organization licensed under this Act. An insurer 
may be a member or subscriber to more than one 
rating organization, but not for the purpose of 
rating the same class or classification of risk 
within a kind or class of insurance. No insurer 
shall use rates or rating systems made by a rating 
organization of which it is not a member or sub- 
scriber, nor shall it use rates made by another 
insurer. 


Every rating organization and every insurer 
which makes its own rates, shall make rates that 
are fair and not unreasonably high or inadequate 
for the safety and soundness of the insurer, and 
which do not unfairly discriminate between risks 
in this State involving essentially the same haz- 
ards, or between risks in the application of like 
charges and credits, and shall, in rate making, 
and in making rating systems 


(a) adopt basic classifications, which shall 
be used as the basis of all rating schedules and 
underwriting rules for manual, minimum, class 
or schedule rates; 


(b) adopt reasonable standards for construc- 
tion, for protective facilities, and for other 
conditions: that materially affect the hazard 
or peril, which shall be applied in the deter- 
mination or fixing of rates; 


(c) give consideration to past and prospec- 
tive loss and country-wide expense experience, 
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including where pertinent, the conflagration 
and catastrophe hazards, if any, both within 
and without the State; to all factors reasonably 
related to the kind of insurance involved; to a 
reasonable profit for the insurer; and, in the 
case of participating insurers, to policyhold- 
ers' dividends. Consideration shall be given 
to the Iatest available experience of not less 
than five years preceding the year in which 
rates are made or revised. 


Each rating organization shall furnish its rate 
making service without discrimination to all of 
its members and subscribers, and shall, subject to 
reasonable rules and regulations, permit any in- 
surer, not admitted to membership, to become a sub- 
scriber thereto. No rating organization shall 
discriminate against any type of insurer because 
of its plan of operation nor shall any rating or- 
ganization adopt any rule, the effect of which 
would be to prohibit or regulate the payment of 
dividends to policyholders or subscribers. The 
refusal of any rating organization to admit an 
insurer as a subscriber shall, at the request of 
such insurer, be reviewed by the Commissioner at 
a hearing held upon at least ten days' written 
notice to such rating organization and such in- 
surer. If such rating organization fails to grant 
or reject an insurer's application for subscriber- 
ship within thirty days after it was made, the in- 
surer may request a review by the Commissioner as 
if the application had been rejected. If the Com- 
missioner shall find that the insurer has been re- 
fused admittance to such rating organization as 
a subscriber without justification, he shall make 
an order directing such rating organization to 
admit such insurer as a subscriber. If he shall 
find that the action of the rating organization in 
refusing admittance to an insurer as a subscriber 
is justified, he shall make an order affirming its 
action. Except as otherwise provided under this 
Act, each member of or subscriber to a rating or- 
ganization shall adhere to the rating system filed 
in its behalf by such rating organization. 


Every rating organization and every insurer 
which makes its own rates shall, within a reason- 
able time after receiving written request therefor, 
and upon payment of such reasonable charge as it 
may make, furnish to any person affected by a rate 
made by it, or to the authorized representative of 
such person, all pertinent information as to such 
rate; however, no charge shall be made for quota- 
tion of rates, without supporting pertinent infor- 
mation, to any person affected. 


Every rating organization and every insurer 
which makes its own rates shall provide within 
this State reasonable means whereby any person 
aggrieved by the application of its rating systems 
may be heard, in person or by his authorized rep- 
resentative, before the governing or rating com- 
mittee or other proper executive representative of 
such rating organization or such, insurer, on his 
written request to correct any unfair manner in 
which such rating system has been applied in con- 
nection with the insurance afforded him. Any party 
affected by the action of such rating organization 
or such insurer on such request may, within ten 
days after written notice of such action, appeal 
to the Commissioner. If such rating organization 
or such insurer fails to grant or to reject such 
request within sixty days after it is made, the 
person aggrieved may petition the Commissioner 
for such correction. The Commissioner shall fix 
a time and place for a hearing on such appeal or 
such petition, giving at least ten days' written 
notice to each of the parties thereto. The Conm- 
missioner shall upon the evidence presented at the 
hearing or upon such record as may be presented, 
order such appeal or petition granted in whole or 
in part or rejected. 


Any member or subscriber of a rating organiza- 
tion may appeal to the Commissioner from the de- 
cision of such rating organization in approving 
or rejecting any proposed change in or addition 
to a rating system of such rating organization and 
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the Commissioner may, after a hearing held on not 
less than ten days' written notice to the appel- 
lant and to such rating organization, issue an 
order approving the decision of such rating or- 
ganization or directing it to give further con- 
Sideration to such proposal. 


Beginning with the ninetieth day after ‘the effec- 
tive date of this Act, no rate, premium, charge, 
schedule, rating plan or method, by-law, agreement 
or regulation shall become effective or shall be 
charged, applied or enforced in this State by any 
insurer or rating organization, until it shall have 
been first filed with and approved by the Commis- 
sioner as fair, reasonable, adequate and not un- 
fairly discriminatory, but a rate produced by a 
schedule, rating method or rule, all of which have 
been specifically approved by the Commissioner 
need not be further approved by him. If the Con- 
missioner shall fail to approve or disapprove 
any such filing within thirty days of the date of 
filing it shall be deemed to be approved; provided 
that any system filed prior to the ninetieth day 
after the effective date of this Act shall be deemed 
approved until specifically disapproved or or- 
dered withdrawn. Every rating organization or 
insurer subject to this Act shall, or through a 
common agency, file with the Commissioner all uni- 
form forms, clauses, permits, riders, and endorse- 
ments used by it in this State, which shall be 
approved or disapproved by the Commissioner within 
thirty days; provided this Section shall not apply 
to isolated risks for which no class rates or rat- 
ing plans are practical or reasonably available 
by any rating bureau, unless otherwise specifically 
ordered applied by the Commissioner. Annually, 
before May lst, every insurer shall file with the 
Commissioner and shall also file, at its option, 
with the rating organization of which it is a memn- 
ber or subscriber or with a common agency approved 
by the Commission, its underwriting experience, 
including loss and country-wide expense elements, 
adjusted to this State, in accordance with estab- 
lished classifications approved by the Commission- 
er. The experience filed with the common agency 
selected shall be consolidated by such agency and 
a copy of the consolidated result shall be filed 
with the rating organization and the Commissioner. 
Provided, that such insurers shall, if directed 
by the Commissioner, not more frequently than 
annually file their individual underwriting ex- 
perience with such rating organization. Such data 
shall be kept and reports made in such manner and 
on such forms as may be prescribed by the Con- 
missioner. 


Every member of or subscriber to a rating or- 
ganization shall adhere to the filings made on its 
behalf by such organization, except that any such 
insurer may make written application to the Con- 
missioner for approval on its behalf of a devia- 
tion, effective for a period of not less than one 
year, unless sooner withdrawn with the discretion- 
ary approval of the Commissioner, from the sched- 
ule of rates established and maintained by the rat- 
ing organization of which it is a member or sub- 
scriber, and such deviation shall be uniform in 
its application to all of the risks in the class 
for which the deviation is made. Such application 
shall specify the basis for the modification, and 
a copy thereof shall also be sent simultaneously 
to such rating organization. The Commissioner 
shall set a time and place for a hearing at which 
the insurer and such rating organization may be 
heard and shall give them not less than ten days’ 
written notice thereof. The Commissioner shall 
approve the modification for such insurer if he 
finds it to be justified and supported by statis- 
tical underwriting experience. He shall not ap- 
prove such modification if he finds that the re- 
sulting premiums would be unfair, inadequate, un- 
reasonable or unfairly discriminatory. 


The Commissioner may order a hearing for the 
purpose of determining whether any rates charged 
for the kinds of insurance mentioned in this Act 
are fair, adequate, reasonable, and not unfairly 
discriminatory, and he may avail himself of the 
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services of such experts as he may deem necessary 
or advisable for that purpose. The review of such 
questions shall be had only after due notice to 
every rating organization and every insurer not 
a member or subscriber thereof affected thereby, 
and if upon such hearing the Commissioner shall 
determine that the rate is unfair, inadequate, un- 
reasonable or unfairly discriminatory, he shall 
have power to order the same corrected, but no 
discrimination shall be removed by increasing the 
rate or rates on any risk or class of risks affected 
by such order unless it shall be made to appear 
to the Commissioner of Insurance that such in- 
crease is justifiable and an order of approval has 
been filed in the office of the Commissioner. 





REPORT OF N. A. I. C. SUB-COMMITTEE 
EXHiBIT “F”’ 


(Continued from page 6) 


continued regulation and taxation by the several States 
of the business of insurance is in the public interest, and 
that silence on the part of the Congress shall not be con- 
trued to impose any barrier to the regulation or taxation 
of such business by the several States. 


Sec. 2 (a). The business of insurance, and every 
person engaged therein, shall be subject tq the laws of 
the several States, which relate to the regulation or tax- 
ation of such business. 


(b) No Act of Congress shall be construed to inval- 
idate, impair or supersede any law enacted by any State 
for the purpose of regulatittg the business of insurance, 
or which imposes a fee or tax upon such business, un- 
less such Act specifically so provides. 


Sec. 3. Nothing contained in the Act of September 
26, 1914, known as the Federal Trade Commission Act, 
as amended, or the Act of June 19, 1936, known as the 
Robinson-Patman Anti-Discrimiuation Act, shall apply 
to the business of insurance or to acts in the conduct of 
that business. 


Sec. 4 (a). For the purpose of enabling adjust- 
ments to be made and legislation to be adopted by the 
several States and Congress, until June 1, 1947, the 
Act of July 2, 1890, as amended, known as the Sherman 
Act, shall not apply to the business of insurance, or to 
acts in the conduct of such business and until January 
Yst, 1948, the Act of October 15, 1914, as amended, 
known as the Clayton Act, shall not apply to such busi- 
ness or to acts in the conduct thereof. 


(b) Nothing contained in this section shall render the 
said Sherman Act inapplicable to any act of boycott, 
coercion or intimidation. 


Sec. 5. Nothing contained in this Act shall be con- 
strued to affect in any manner the application to the 
business of insurance of the Act of July 5, 1935, as 
amended, known as the National Labor Relations Act, 
or the Act of June 25, 1938, as amended, known as the 
Fair Labor Standards Act of 1938. 


Sec. 6. As used in this Act, the term “State” in- 
cludes the several States, Alaska, Hawaii, Puerto Rico, 
and the District of Columbia. 


Sec. 7. If any provision of this Act, or the applica- 
tion of such provision to any person or circumstances, 
shall be held invalid, the remainder of the Act, and the 
application of such provision to persons or circumstances 
other than those as to which it is held invalid, shall not be 
affected. 
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Measurements of Fire Hazard 


*By ROBERT RIEGEL, Ph.D. 


PROFESSOR OF INSURANCE AND STATISTICS, 
NIVERSITY OF BUFFALO 


Complexity of Fire 
Insurance Rates 

O system of price-fixing pre- 

sents a more difficult problem 

than a method of equitable 
premiums for fire insurance risks. 
The organization establishing a sys- 
tem for this purpose is faced with the 
necessity of collecting statistics of ex- 
perience for an entire nation, from 
sources over which it has no civil 
authority, of attempting to segregate 
this experience by geographical dis- 
tricts which are distinctive in climate, 
race, building construction and types 
of industry, of providing for an al- 
most infinite number of possible com- 
binations of building construction fea- 
tures, household and industrial proc- 
esses, stocks of goods and occupan- 
cies. The factors which contribute 
to fire losses, and consequently to the 
rate, may be as universal as wind vel- 
ocity or as special as a bone-black 
kiln, as tangible-as an iron supporting 
pillar or as intangible as incendiaries. 
With the innumerable large and small 
factors, varying from time to time 
with the rapid changes of modern 
life, and occurring in more different 
combinations than can be obtained 
from a kaleidoscope, no two proper- 
ties presented for insurance can pos- 
sibly be of exactly similar hazard, and 
it is little wonder that long experience 
has convinced many students of the 
subject that approximate relative 
grading, unsupported by other than 
the most general statistics of experi- 
ence, is all that can ever be accom- 
plished. 
Major Divisions in the 
Analysis of Hazard 

In 1939, according to the compila- 

tions of the Weekly Underwriter, fire 
insurance companies in the United 
States collected 67 cents for each 
$100 of insurance written. Of this 
28 cents was expended for the pay- 
ment of losses which occurred and 39 
cents remained for reserves, expense 
of conducting the business and profit 
(in the case of non-mutual compan- 
ies). In other words out of each 
$1.00 of premium 42 cents was ex- 
pended for losses and 58 cents was 
available for the other purposes men- 
tioned. This discussion is not con- 
cerned with the problems of expenses 
and profits, and therefore we are in- 
terested only in the burning ratio, 
which establishes the degree of haz- 
ard. (See Illustration 1.) 


*Lecture before Institute of Fire Insurance. 
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The burning ratio of 28 cents per 
$100 of insurance in 1939, although 
the highest figure for the past 5 years, 
Was in perspective a very low figure, 
because over the first ten years of this 
century it was as high as 65 cents. 
The important feature revealed by 
the statistics, for our purposes, is that 
this burning ratio fluctuates from 
year to year, and even ten-year av- 
erages exhibit ratios as low as 34 
cents and as high as 65 cents. As a 
consequence fire insurance premiums 
must vary at different periods of 
time, and any system of ratemaking 
which is set up must provide for a 
changing rate level. (See Illustra- 
tion 1.) 


To the extent which is possible, 
these figures are segregated by indi- 
vidual states, and an examination of 
the state results leads to another im- 
portant conclusion. Thus the burn- 
ing ratio for Mississippi is as high as 
55 cents, while the ratio for New 
Jersey is but 21 cents. Even more 
siriking contrasts between states may 
be discovered in the table, and thus 
if strict equity is demanded, the fire 
insurance rating procedure must take 
into consideration wide differences 
between geographical districts. (See 
Illustration 1.) 
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To carry this analysis to its natural 
conclusion we would have to compare 
results for different cities, and even 
for different districts of the same 
city, but here statistics begin to fail 
us. It is estimated, for example, that 
the loss per capita of Milwaukee in 
the five-year period 1934-38 was. 93 
cents, while that of Detroit was $1.44. 
If cities are compared on the basis of 
estimated wealth similar contrasts are 
discovered. In the period 1925-32 
Miami, Fla., had a loss of 50 cents 
per $1,000 of property while Jersey 
City incurred $1.00. These statis- 
tics, however, are of very doubtful 
accuracy for numerous reasons. The 
losses are derived from reports which 
are often inaccurate or incomplete, 
the property valuations are crude es- 
timates, and in any case they are not 
exactly what is desired, namely losses 
per $100 of insurance. Insurance au- 
thorities take the position that such 
experience is useful only as a supple- 
mentary guide in ratemaking and 
therefore publish no information on 
the subject, and as on many risks the 
insured can insure for any percent- 
age of value he pleases it would be 
difficult to say what value even the 
insurance figures would possess. On 
top of this conflagration losses are 
frequently so heavy in a single city 





Country clubs like this one are often poorly prepared to meet a conflagration 
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that the loss must be spread over 
larger areas, as otherwise it would be 
unbearable for the individual city 
concerned. 

Satisfactory statistics for cities be- 
ing lacking, of course no experience 
worthy of the name can be obtained 
for even the broadest classes of risks, 
not to mention individual risks. Nev- 
ertheless it is obvious that even in 
the same city at the same time vast 
differences exist between classes of 
risk and individual risks of the same 
class. These differences are due to 
Material and method of construction 
Type of occupancy 
Protective devices 
Condition of the premises 
Hazard from surrounding risks 
As statistical experience is lacking 
upon which to base rate variations, 
resort is had to class rates and sched- 
ule rating, which will be discussed in 
further detail later. 

Summarizing, then, any satisfac- 
tory system of establishing rate for 
fire hazards must provide for (1) 
temporal variations in burning ratio, 
such as are exhibited even by com- 
bined national averages, (2) geo- 
graphical variations in experience, 
which are shown to exist even in state 
averages, and (3) variations in the 
hazard of individual risks, contrib- 
uted to by building construction and 
the human activities carried on in 
such structures and the cities where 
they are located. 
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The Rating Organizations 


During the 250 years of its exist- 
ence rates for fire insurance have 
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been under different forms of juris- 
diction and arrived at by different 
methods. At no time, unless it be in 
the very earliest stages of the busi- 
ness, can it be said that all rates were 
made through the same kind of 
agency, and it is not surprising, 
therefore, that at any given moment 
survivals of earlier methods exist 
side by side with more modern in- 
novations. This makes the picture 
of present-day supervision of rates 
like a jig saw puzzle of pieces of dif- 
ferent sizes and colors, and renders 
complete description impossible, ex- 
cept at the expense of exhaustive in- 
quiry and an enumeration so volum- 
inous that it would be boring. We 
must be satisfied with classifying the 
procedures into broad categories, 
within which exist important varia- 
tions. 


In the early days of fire insur- 
ance in the United States rates were 
made by the individual companies 
which wrote the risks. Thus the 
Philadelphia Contributionship, the 
oldest mutual company, when Benja- 
min Franklin was our representative 
in France, decided to add to all dwell- 
ing rates a charge for shade trees in 
front of the house. The Insurance 
Company of North America, the old- 
est existing stock company, just be- 
fore the War of 1812 was classifying 
all buildings in four classes, as (a) 
brick and stone with non-wooden 
roofs, (b) brick and stone with wood- 
en roofs, (c) part brick and part 
wood, and (d) wooden buildings with 


ILLUSTRATION 1 
FIRE LOSSES IN THE UNITED STATES, 1900-1939 





Year 1939 
Amount of Insurance $100.00 
Averare losses 0.28 0.42 
Averare expenses, profit, eto. 0.39 or 0.58 
Average premium 0.67 $T.00 
Burning Ratio and Premium, 1900-1939 
Period Burning Ratio Premium 
T900-I909 265 ° 
1$10-1919 053 1.07 
1920-1929 249 296 
1930-1939 034 274 


Burning Ratio by States, 1939 





State Burning Ratio 
Trk. 261 
Miss. 255 
New lhiex. 51 
Del. 220 
S. Dak. 220 
D.C. 209 





. 


*..Source: ‘The Weekly Underwriter, June 1, 1940 


wooden roofs. This is, incidentally, 
an early example of class rates and 
the results formed what is now called 
“classified experience’. The rates 
were dependent upon pure judgment, 
and an inspector responsible to the 
company alone decided the charge to 
be made. Other companies employed 
other inspectors and other rates, and 
competition between companies gave 
the final decision. 


The same method persists today 
with respect to occasional risks of 
rare character. Even in Texas, where 
state-made rates are the rule, excep- 
tions may be made of risks which are 
not rated by the Insurance Commis- 
sion. But this method, which may be 
designated as “company rates,” is to 
be regarded as a relic of by-gone 
days, and the competition theory up- 
on which it rested has been generally 
repudiated. 


In the “trust formation” period of 
our history it was natural that impe- 
tus should be given to cooperation 
between companies engaged in the 
same line of business. Even earlier 
than this fire insurance companies 
had endeavored to fix their prices by 
forming organizations for the pur- 
pose. Thus began the associations 
which have come to be called “under- 
writers associations”. It is not nec- 
essary to enumerate here the advan- 
tages which both the companies and 
the insured derived from cooperative 
action through such associations, in 
the way of efficiency, economy, and 
equity. In general an underwriters 
association is a voluntary association 
of brokers, agents, or company rep- 
resentatives for the purpose of agree- 
iug upon common rates of premium 
or rates of commission, or both. The 
association sets up an office for rate- 
making purposes, employing skilled 
underwriters to make class rates and 
design schedules, inspectors to report 
on the characteristics of risks, and rat- 
ers to apply the schedules and rules 
to the inspection reports. As the suc- 
cess of the system depends upon the 
degree of adherence to the rules, pres- 
sure is put upon all brokers and 
agents to conform to such regula- 
tions. “Stamping offices” are estab- 
lished for the purpose of checking 
the conditions and rates at which pol- 
cies are written. 

This underwriters’ association meth- 
od of making rates must be classified 
in two sub-groups, however. In some 
states the association is not regulated 
at all, except as the Insurance Com- 
missioner has power to disapprove or 
approve the rates filed. Here the or- 
ganizations are purely company or 
local agent affairs. In many states, 


however, it has been reeognized that 
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such -associations are as much a part 
of insurance organization as are the 
individual agents, the reserve or the 
policy contract, and they must oper- 
ate under state rules and supervision, 
at least as far as rates are concerned. 
The regulations vary greatly between 


states. In one state the law may 
merely recognize the existence of 
such organizations, while in another 
every company must maintain or be 
a member of some rating organization 
and its membership and government 
is subject to strict state supervision. 
For the sake of distinguishing such 
organizations from the more or less 
private, unregulated underwriters as- 
sociations I shall call this the “com- 
pany bureau system”. 


Inasmuch as at one period many 
states, and even at present a few, ac- 
tually prohibited companies from 
combining to make rates, as being a 
conspiracy in restraint of trade, the 
scheme was‘ devised of having an 
“independent rating expert” make the 
rates and sell them to such compan- 
ies as desired to use them. In ac- 
tuality, of course, such a rating expert 
was “independent” only in the sense 
that he worked for no one company 
but for many, and was far from in- 
dependent when it came to establish- 
ing rate levels, however much so he 
might be in distinguishing between 
individual risks. Two states today 
authorize the employment of a com- 
mon expert for the purpose of: mak- 
ing rates, and the system may exist in 
a few others but I do not know. In 
one state, for example, a company 
may make its own rates or employ, 
along with other companies, a com- 
mon expert for the purpose. 


Finally we have the unique system 
of the state of Texas, where control 
over rates has been taken away from 
the insurance carrier entirely and 
rates are made by state authorities. 
This presents the unusual situation 
of the price of service being estab- 
lished without the seller thereof hav- 
ing any voice in the fixing thereof. 
The Texas Fire Insurance Commis- 
sion of three is established by law, 
the three consisting of the Commis- 
sioner of Insurance and two others 
appointed by the Governor. The gross 
premiums are taxed to produce a 
fund to support the expenses of mak- 
ing rates, and rates are actually made 
and enforced by the State Commis- 
sion. No company may write busi- 
ness at a rate higher than that pro- 
mulgated by the Commission, but 
may write for less. Certain general 
rules are provided by law as to the 
manner of ratemaking and factors 
which must be taken into considera- 
tion. 
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The Rate-Making Method 


We now come to the actual process 
of arriving at the rate, aside from the 
particular agency which is employed 
for the purpose. These methods are 
the result of evolution and, like the 
agencies of rate-making, vary every- 
where. 


Rates, in general, may be consid- 
ered in two categories, class rates and 
schedule rates. Class rates are rates 
which are identical for all buildings 
and contents belonging to a broad 
group of risks which are substantially 
similar in character. The usual com- 
ponents of such groups are dwellings, 
household furniture, churches, 
schools, homes, private greenhouses, 
stables, barns, garages, offices, small 
stores, etc. 


It has been estimated that such 
groups make up about 80 per cent of 
the insurable risks in a large city, 
and an even higher proportion in ru- 
ral districts. They are, however, 
nearly all small risks and therefore 
produce probably not more than 25 
per cent of the premiums. Differ- 
ences in hazard, which are assumed 
to be unimportant, are entirely dis- 
regarded, unless it be to make some 
allowance for one or two important 
features such as the character of the 
roof. This is justified on two 
grounds, (1) that the differences in 
hazard are not sufficiently important 
to warrant consideration, and (2) 
that the expense of analyzing the haz- 
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ard would not be justified by the re- 
sults. Usually these risks are re- 
garded by companies as “preferred 
risks” and agents and brokers receive 
higher commissions on such business 
than on more hazardous risks. 


Schedule rates are applied to indi- 
vidual risks, and are specific rates ar- 
rived at by an analysis of the various 
features of hazard which such risks 
present. A separate schedule or 
schedule modification is provided for 
each important group of risks. Thus 
in Middle Department territory there 
are about 20 schedules in use, but 
the result of applying the brewery 
schedule to one brewery may be quite 
different from that for another. The 
use of the schedule insures that the 
same features of hazard will be con- 
sidered on every risk rated by that 
schedule, and similar deficiencies will 
produce similar charges, but as the 
deficiencies vary between buildings 
the result varies correspondingly. 


In the fixing of schedule and class 
rates there are available the statis- 
tical results on all insurance for the 
entire country, which shows whether 
the premiums in force have produced 
an amount adequate or inadequate for 
losses. These results only establish, 
however, the average rate for the to- 
tal business. As soon as they are 
classified by states elements of non- 
comparability being to enter the pic- 
ture, and the deficiencies of the ex- 
perience of individual cities has al- 
ready been referred to. 


A falling roof or wall plays havoc with furnishings even though fire may not ensue. 
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The National Board 
Schedule for Cities 


In consequence of the lack of re- 
corded experience recourse is had to 
a system of schedule grading, which 
results in a classification of cities, de- 
pending mainly upon the visible phys- 
ical hazards. For this purpose the 
National Board Schedule for Grad- 
ing Cities and Towns is used every- 
where except in Texas. It enumer- 
ates 9 main divisions of hazard and 
under each of these divisions pre- 
scribes standards. To the extent that 
a city falls short of the standards it 
is assigned points of deficiency, and 
the total of these deficiency points de- 
termines its grading. If it has less 
than 500 points deficiency it falls in 
Class 1, if over 4500 points deficiency 
in Class 10. 

The divisions of hazard are not 
all of equal weight in determining the 
result, the weights being based upon 
judgment. Thus, out of the total 
of 5,000 points deficiency for the 
worst city, 1,700 points are allotted to 
water supply condition, 550 to the 
fire alarm system, 50 to the police 
organization, etc. A town may there- 
fore be in Class 1 as far as the police 
system is concerned and in Class 4 
as respects building ordinances, but 
the total deficiencies establish the 
grade and not the averages of the 
hazard division ratings. (See Illus- 
tration 2.) 


In this way, while no estimate is 
arrived at of the dollars and cents 
losses of the various cities, they are 
placed in their respective positions on 
the deficiency scale, and if the criteria 
for ranking are valid, these positions 
correspond with their relative degrees 
of fire hazard. They should, there- 
fore, bear their corresponding pro- 
portions of the state loss. Thus 
Elmira, N. Y., with 1881 points de- 
ficiency should pay total premiums 
about twice as great as Buffalo, N. 
Y., with a deficiency of 993 points. 


Such published figures as are avail- 
able, however, do not show that ac- 
tual losses experienced over a period 
of time bear any definite relation to 
the gradings of the cities. For ex- 
ample, the loss of Milwaukee is only 
$0.93 per capita and yet it has the 
same city grade as Buffalo with a per 
capita loss of $1.51. When compari- 
sons are made on the basis of esti- 
mated property valuations, the same 
anomalies appear. It is true that the 


basis rates of premium fixed for 
various cities do not always agree 
with the grading of such cities ac- 
cording to the National Board Sched- 
ule, thus creating the inference that 
factors other than the schedule rating 
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ILLUSTRATION 2 
NATIONAL BOARD SCHEDULE FOR GRADING CITIES AND TOWNS? 








City Deficiency 
Class Points 
: 3 O- 5CO 
2 501-1000 
3 1001-1560 
4 1501-2000 Relative Buffalo Elmira 
5 2001-2500 Value Points Cless Points Class 
6 2501-30060 (Water 1700 143 (I) 
7 3001-2500 (Fire Dept. 1500 290 (2) 705 (5) 
& 3501-4000 (Alarm 550 104 (2) 317 (6) 
4 4C01-4500 (Police 50 fe) (1) 5 (1) 
10 4501-50C0---- (Laws 200 78 (4) 19 (1) 
(Hazard Ords. 300 101 (4) 166 (6) 
(Structural 700 186 (3) 308 (5) 
(Climatic eco 91 eee 54 eee 
(Divergence eee ee eee 54 eee 
5000,«si‘“(SS 1881 





* This is not a copy of the schedule but a simplified outline of its method. 


are taken into consideration in fixing 
the basis rates, possibly the loss ex- 
perience. But if this is the case we 
are leaving the realms of science and 
entering upon a judgment system, and 
the bases of judgment are usually un- 
known to all except the persons do- 
ing the judging. 


Variations Between 
Individual Risks 

As distinctions between cities are 
based upon schedules and judgment 
rather than upon experience, it may 
readily be seen that distinctions be- 
tween individual risks within a city 
must likewise be founded upon sched- 
ules and judgment. For schedule- 
rated risks two systems are in general 
use in the United States. The Uni- 
versal Mercantile Schedule, developed 
in 1892, is the basis for a number of 
variations which are used in about 25 
states, including roughly Eastern and 
Southern States, while the Analytic 
System is employed in about 23 
States, mainly Middle Western and 
Western territory. The volume of 
premium derived from the two sched- 
ules is probably about equal. The 
object of both systems is to analyze 
hazard into its component parts. The 
schedules in different rating districts 
all vary in some particulars, but all 
those which follow the Universal 
Mercantile System in general follow 
certain principles. 
Universal Mercantile System 


In the U.M.S. we start out with a 
key rate (or basis rate, as the terms 
are used indiscriminately) expressed 
in dollars and cents. This is consid- 
ered to be the rate which should be 
charged for a standard risk in that 
city, i.e., a risk which meets all the 


specifications set up in the schedule. 
As the standard is set rather high, 
the average building is likely to have 
lage deficiencies, while the credits are 
not likely to be heavy. 

To the key rate are added charges, 
in dollars and cents, for the deficien- 
cies discovered by an inspection, an 
enumeration of which would be tedi- 
ous and unprofitable. It is sufficient 
to say that such charges depend upon 
area, features of construction, con- 
cealed space, floor openings, etc., 
grouped as construction deficiencies, 
heating, power, lighting, grouped as 
“hazards”, and occupancy, the charge 
for which is derived from a Table of 
Occupancy Charges. The latter, for 
example, merely states that for leather 
manufacturing a charge of 10 cents 
is to be added. 

This is followed by a group of 
credits, for such factors as nearness 
to hydrants, protected floor openings, 
fire escapes, watchman Service, base- 
ment sprinklers, etc. It is important 
to note that such credits are in the 
form of percentages, on the theory 
that the worse the building is the 
more the hazard will be reduced by 
such protective devices. 


Finally there is added a charge for 
the exposure hazard. The basis for 
the charge is the occupied building 
rate less credits, of the most severe 
exposure on each side of the risk. 
Other factors, such as the size of the 
exposure, the key-rate of the com- 
munity and the degree of protection 
to openings are also taken into con- 
sideration. 


The rate thus arrived at is a rate 
with the coinsurance clause, and for 
flat rates a charge is added which 
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varies slightly with the total hazard 


of the risk. (See Illustration 3.) 

Analytic System. As the purpose 
of this schedule is the same, the pro- 
cedure is likewise to add and deduct 
from a basis rate for deficiencies and 
good features of the risk. The sched- 
ule does not prescribe a single basis 
rate, however, but a series of basis 
rates from which the rating organiza- 
tion may select the one which will 
produce a satisfactory level of rates. 
Thus in one locality a basis rate of 
$1.00 may be used, while in another 
a rate of 70 cents may be appropriate. 
After some years have elapsed the 70 
cents rate may have to be raised to 
75 cents. Thus the basis rate is ad- 
justable to geographical and temporal 
conditions. As Universal Mercantile 
basis rates also vary, the two systems 
might appear similar, but whereas the 
charges under the Mercantile system 
are in dollars and cents, and are thus 
unchanged by the variation in basis 
rate, a 5 per cent change in rate level 
is not accomplished by merely raising 
the basis rate 5 per cent. In the Ana- 
lytic System, however, the component 
elements of hazard are all geared to 
the basis rate so that a change in it 
produces a corresponding change in 
the rate level. 

The basis rate, unlike the Mercan- 
tile Schedule, is a rate for a compara- 
tively poor building and thus large 
credits are to be expected for the av- 
erage risk. The Mercantile Schedule, 
as an early schedule,. thought there 
was a psychological advantage in set- 
ting up a good risk as an ideal for 
builders and insured, while the Ana- 
lytic System preferred to use a risk 
which was nearer the average and 
therefore more familiar to underwrit- 
ers’ experience. 

To the basis rate are added charges 
for area, structural features and occu- 
pancy, all in the form of percentages 
of the basis rate. The occupancy 
hazard is analyzed more fully than in 
the Mercantile Schedule, and takes in- 
to consideration the ignitibility of the 
contents and the combustibility of the 
contents. (A third factor, damage- 
ability, enters into the rate on con- 
tents.) From the rate thus far reached 
are to be deducted percentage credits 
for superstandard structural condi- 
tions and private protection. There 
is then added a percentage charge for 
exposure, depending upon the radi- 
ated exposure, the absorbed exposure 
and the transmitted exposure. 

The most important feature of the 
Analytic System is the fact that all 
charges and credits are in percentage 
form, and therefore fluctuate with the 
basis rate. Thus the effect of the 
schedule may be changed by varying 
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ILLUSTRATION 3 
UNIVERSAL MERCANTILE SYSTEM * 


KEY RATE 
CONSTRUCTION DEFICIENCIES 
Hollow tile bearing walls 
Other deficiencies 
HAZARDS 
Additional occupant 
Other deficiencies 


OCCUPANCY 
Box factory 


CREDITS 
Iron fire escape 
Watchman and clock 
Basement sprinkler 
EXPOSURE 
FAULTS OF MANAGEMENT 
COINSURANCE RATE 


FLAT RATE 


$0.10 
$0.10 
$0.09 $0.19 
$0.03 
$0.18 $0.21 
$0.10 $0.10 
3% 
Th 

: 

a -$0 18 
$0.20 
$0.10 
$0.72 
$0.79 








* This is not a copy of the original Universal Mercantile Schedule, but a 
simplified outline of an Eastern adaptation thereof. 


ILLUSTRATION 4 


ANALYTIC SYSTEN* 


Alternative 
= SS. 


BASIS RATE, building, 4 stories $0.50 $0.60 
STRUCTURAL 

Area 20% 

Walls 6% 

Skylights 4% 

Floor Opening 24% 54% 

OCCUPANCY CHARGES 
Ignitibility charges 
Candy factory 25% 
Boiler & Engine 56% 
Candy furnaces 20% 
Kettles 48% 

Combustibility charge 40% 189% 

P54 $1.22 $1.46 
CREDITS 

Standard fire escape 2% 

Fire extinguishers 5% Th -¢0.12 -$0.14 
EXPOSURES, none $0.00 $0.00 
FLAT RATE $1.60 $1.92 
COINSURANCE RATE (85%) $1.36 $1.63 





* This is not a copy of the schedule, but a simplified outline of the method. 


the basis rate alone, without throw- 
ing out of relative position the indi- 
vidual charges and credits. The de- 
sign is to create a schedule in which 
the components are all in correct re- 


lation to each other, without attempt- 
ing to fix in dollars and cents the 
hazard contributed by any one fea- 
ture. If the components are correctly 
related in a single schedule, differ- 
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ences between individual risks are 
taken care of. If the basis rates for 
two different schedules are in cor- 
rect relation to each other, differences 
between classes of risks are compen- 
sated for. If the basis rate differ- 
ences between two localities or peri- 
ods of time are justified by their dif- 
ferent total hazards, there will be no 
geographical or temporal discrimina- 
tion. (See Illustration 4.) 


E. G. R. Schedule. The Experi- 
ence Grading and Rating Schedule 
was so named by the author, Mr. E. 
G. Richards, but the term is a mis- 
nomer because it is not a schedule in 
the sense we have been using the term. 
It is, in fact, a description of a statis- 
tical plan for accumulating and clas- 
sifying experience of (a) losses and 
(b) insurance written on each risk. 
For each risk there is also necessary 
a description of all its characteristics 
which are to enter into the rating sys- 
tem; structure, material, occupancy, 
exposure, and so forth. This infor- 
mation must appear on a tabulating 
card for each risk, because the size 
of the classifying operation makes 
mechanical sorting necessary. 
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It is evident that the E. G. R. Sys- 
tem is a radical departure from a sys- 
tem of part statistical experience and 
part estimate, to a complete system 
of statistical experience. If such a 
system of classified experience could 
be inaugurated rates would be ar- 
rived at by sorting cards in a machine 
and not by having underwriters 
guess how much a shingle roof is 
worth or how much more dangerous 
Pittsburgh is than New York City. 
There would then be a way of justi- 
fying the premium paid by residences 
as compared with the premium paid 
by saw-mills. It is unfortunate that 
the necessity of adhering to your time 
schedule makes it impossible for me 
to enlarge upon this method of arriv- 
ing at rates, an important one in the 
theory of the measurement of hazard. 


The Texas System. Rates in Texas 
are by law made by the State. The 
experience for the State fixes the 
burning ratio for the State, and a 
grading by state engineers gives each 
city a rating in a manner similar to 
that arrived at by the National Board 
grading schedule. The items and the 
result, however, are stated in dollars 
and cents, so that each city knows ex- 
actly what its rate would be on the 


ILLUSTRATION 5 


EXPERIENCE GRADING AND RATING SCHEDULE 
(An outline of the method of sorting Experience Cards) 




















City Occupancy Building Quality Quality 
Classes Classes Classes Grades Grades 
Class 1 (seme) 
Class 2 (same ) 
Class 3 (same) 
Class 4 (same) 
- 
Class 121 (same ) 
Fireproof (same ) 
E(xcellent) (same) 
G(ood ) (same _ 
.¢) 
1 
 taterans 2 
Exposure {3 
6 
Card Records Fifth fe 
of Writings Class |Class 123 | Brick A(verage ) - 
end Losses City ie) 
1 
External 2 
| Exposure “ 
S 
I(ndifferent) (same) 
P(oor ) (same) 
Frame (same ) 
Class 125 (same) 
Class 6 (same) 
Class 7 (same) 
Class 8 (same) 
Class 9 (same) 
Class 1C (same) 








basis of visible physical hazards, and 
how much is to be saved in premiums 
by remedying any one or more phys- 
ical hazards. 

Secondly, the city’s basis rate is 
modified by its actual experience for 
the past 5 years. Thus a city whose 
burning ratio is only 46 per cent of 
the state ratio is entitled to 6 per cent 
reduction in basis rate. As a result 
the cost of poor fire defenses and bad 
loss experience is visible at a glance. 
From this point on schedules are ap- 
plied which are similar in general de- 
sign to the Mercantile system. 

The distinctive features of the 
Texas system are, therefore, (1) 
strict adherence to the relative results 
established by the city grading sched- 
ule, (2) modification of these results 
by mathematical application of burn- 
ing ratios, (3) application of the well- 
known schedule system to different 
classes of risks and different individ- 
ual risks, and (4) full publicity as to 
rate-making methods and rates. 


Criticisms of the 
Present System 


(1) Lack of adequate statistics to 
support the premium rates. 


(2) Consequent tendency to avoid 
trouble by furnishing as little public 
information as possible. 

(3) No consistent theory of mak- 
ing rates, as shown by two divergent 
systems of schedule rating, with many 
minor variations, in different parts of 
the country, supplemented by mini- 
mum or class rates. 


(4) No proof available of the 
equity of class and schedule rates, or 
of different class rates. 

(5) A combination of schedules, 
judgment and _ sstatistics so inter- 
mingled that an expert from New 
York could not justify rates made in 
Indiana. 


What Are the Possibilities? 


(1) It is evident that one difficulty 
is the variety of regulation by 48 
different states. If it is assumed that 
national regulation is undesirable 
(which is debatable) then there 
should be cooperative state action to 
adopt a single uniform policy con- 
tract and a uniform method of deal- 
ing with coinsurance and conflagra- 
tion losses. 

(2) It is evident that adequate sta- 
tistics are lacking, and the experience 
of Texas shows that experience for 
cities could be applied in at least a 
modified way up to the point of city 
basis rates. In fact it is difficult to 
see why cities could not be rated on 
a basis of experience alone, with a 
national loss and writings record 
(Continued on page 24) 






ae ee ae a ee ee ae ae, ee ee 








— ae 


we 








JourRNAL oF AMERICAN INSURANCE 


March, 1945—21 


“Provisional Insurance Loss Adjustments” 


By GORDON DAVIS 


Loss ResearcH Division, FEDERATION OF 
Mutua Fire Insurance ComPANIEs 


IRE insurance is an evolution of 
the social order. Centuries ago 
the hazard of fire was nonex- 

istent, but as living grew more com- 
plex and the life of the individual be- 
came more and more interwoven with 
that of other individuals, socially and 
economically, the need for foresight 
and cooperation arose, bringing with 
them the motive for indemnification 
in the event of loss. Manufacturing 
was taken out of the home into fac- 
tories, merchandising no longer re- 
mained simple in character, property 
values were concentrated—these fac- 
tors together with a more continuous 
use of fire as a means of production 
introduced the fire hazard to daily 
living. 

Modern fire insurance represents 
an evolution within itself no less 
startling than that of the social or- 
der. When we are in our office we 
are reminded of this daily, for in a 
frame on the wall is a photostatic 
copy of a letter written in the year 
1882 by H. M. Magill, then General 
Agent for The Phoenix Insurance 
Company for the western and the 
southern states. Mr. Magill addressed 
the letter to a Mrs. A. M. Dodds, one 
of his agents at Osage City, Kansas. 
We visualize that Mrs. Dodds had 
dared to inquire if the Phoenix wrote 
insurance that would cover damage 
caused by a windstorm and Mr. Ma- 
gill indignantly replied in the follow- 
ing language: 

“In reply to your esteemed favor of 
the 23rd inst., we beg to say that Wind 
Storms being ‘entirely foreign to the busi- 
ness of fire insurance in which we are 
engaged, we have nothing to do there- 
with. Neither do we suppose that any 
other reputable fire company does, but 
only such companies as must resort to 
some ludicrous method or worse in order 
to get any business. One would hardly 
expect to find ready made horse shoes 
for sale at a Millinery store, yet such a 
commodity would have as fit a place in 
such stock as windstorms would have in 


the business of fire insurance. Now do 
we not speak the truth? 


Yours very truly, 
(Signed) H. M. Magill G/A” 

Apparently the mere writing of a 
letter did not completely relieve this 
conscientious General Agent’s wrath 
tor in longhand he penned the follow- 
ing postscript : 

“If against Wind, why not also against 
Rain, Hail, Crushing by snow, accidents 
caused by faulty construction of build- 
ings, etc., etc., etc. The proposition, Mrs. 
Dodds, is too absurd for any strictly 


legitimate fire insurance company to con- 
sider for one moment.’ 





GORDON DAVIS 


After the great London fire in 1666, 
insurance offices began to be estab- 
lished and insurance appeared for the 
first time on a commercial basis. 
From then until 1886 insurance com- 
panies prepared their own policies. 
Losses had to be adjusted under a lot 
of conflicting policies, many of which 
were in print so fine they could be 
read only with the aid of a magnify- 
ing glass, and out of this chaotic con- 
dition arose the standard fire insur- 
ance policy. January 1, 1918, what 
many regard as the most important 
contract in the world, was adopted in 
the form of the new standard fire in- 
surance policy of the State of New 
York. 

Since the adoption of the first fire 
insurance contract, many forms have 
been devised in an attempt to fit the 
needs of the buying public. Certainly, 
it has been proven time and again that 
the simpler a form, the more likely 
it is to give the desired coverage. Su- 
perfluous words have a tendency to 
weaken and narrow the coverage 
rather than to expand it. Forms de- 
scribing the property intended for 
coverage have passed through the 
same stages of evolution as those of 
the fire insurance contract. Business 
men of today are demanding a con- 
tract of indemnity that will protect 
their entire property against all of 
the known hazards. Although the 
time has not yet come, we predict it 
soon will when insurance companies 
are able to offer All Risk protection 
to the public on all lines of business. 

Today, in our opinion, the most 
streamlined form is the multiple loca- 
tion reporting form of insurance, a 
provisional coverage. Mr. Webster 


dlefines provisional as, “of the nature 
of a temporary provision ; adapted to 
present conditions, knowledge, et cet- 
era, but subject to change.” Two 
factors in modern business methods 
—multiple locations of stocks of mer- 
chandise and fluctuating values— 
forced the alert underwriters to pro- 
vide a form of insurance in keeping 
with present conditions. 


Provisional insurance is offered in 
many different forms. The earliest 
forms were written as contributing 
insurance, that is, so that the amount 
of the provisional policy was the dif- 
ference between specific insurance, if 
any, and—generally—ninety or one 
hundred per cent of the sound value. 
Under this form an assured was au- 
tomatically insured at all times up to 
the selected percentage figure, and 
providing he properly reported his 
values was reimbursed for any loss 
up to that point. This form of insur- 
ance is still being written in some 
localities. 


Another form which is used exclu- 
sively by at least one group of com- 
panies is written in such a way as to 
measure a definite amount of insur- 
ance in force at all times. The meas- 
uring stick is based upon reported 
values. The amount of insurance in 
force is based upon the last reported 
value and at the time of loss depends 
upon the fluctuation of the value since 
the last report. In other words, if 
the value has increased since the last 
report, the insurance meets the in- 
crease, and if the value decreases the 
insurance declines accordingly. Ob- 
viously, if the actual value at the time 
of the last report was less than the 
reported value, the amount of insur- 
ance at the time of loss is propor- 
tionately less than the value on the 
date of loss. In this form the amount 
of insurance can be measured at all 
times and a one hundred per cent co- 
insurance clause is used. There are 
other types of provisional insurance 
that require the use of a coinsurance 
clause, one of which is the merchan- 
dise and fixture form used for the 
most part in connection with mercan- 
tile risks whose fluctuation is slight. 
This form contains a clause which 
places a definite amount of insurance 
in force at all times. Otherwise, the 
one hundred per cent coinsurance 
clause could not be brought into op- 
eration. This type of coverage con- 
tributes with specific insurance, if 
any. 

The most widely used form of pro- 
visional insurance in the southeast 
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territory is the Single State Report- 
ing Form “A’—Monthly Average— 
and therefore we will confine our re- 
marks to this type of coverage. It 
is not our intention to discuss what 
conditions or rules permit the use of 
the form, or what risks are eligible or 
ineligible, but rather the operation of 
certain clauses and conditions that re- 
late to the loss adjustment. 

Insurance written under this plan 
is excess. The policy does not attach 
to or become insurance against any 
hazard upon the property described 
which, at the time of any loss, is in- 
sured by specific insurance until the 
liability of such specific insurance has 
been exhausted. Then it covers only 
such loss or damage as may exceed 
the amount due from such specific 
insurance (whether valid or not and 
whether collectible or not) after ap- 
plication of any contribution, coin- 
surance, average, distribution or other 
clauses contained in the policies of 
specific insurance, specific insurance 
being insurance other than that writ- 
ten upon the same plan, terms and 
conditions as those contained in the 
Single State Reporting Form. 

In taking up an adjustment under 
a reporting form, as in other loss ad- 
justments, the adjuster first carefully 
scrutinizes the form to determine 
what property is covered at the de- 
scribed location. The Single State 
Reporting Form covers goods, wares 
and merchandise, store, office and 
warehouse furniture, fixtures and ma- 
chinery. If improvements and _ bet- 
terments are to be covered, an en- 
dorsement to that effect must be at- 
tached to the policy. 

The next move of importance is to 
determine whether, in view of the ex- 
cess clause, there is liability under the 
reporting policy. This calls for ex- 
amination of all other policies relat- 
ing to the risk. If specific insurance 
is found, the adjuster representing 
the reporting form of insurance must 
determine in his own mind whether 
there will be an excess of loss over 
and above the liability of the specific 
insurance. The liability of the specific 
insurance in practically every instance 
is measured by the application of a 
coinsurance, reduced rate or average 
clause. Generally, this clause is in 
the form of a one hundred per cent 
coinsurance requirement. For ex- 
ample, if at the time of loss the value 
of the described property is $100,000- 
.0O and there is specific insurance 
of $10,000.00, the liability of the spe- 
cific insurance under a one hundred 
per cent coinsurance clause is limited 
to one-tenth of the loss. The adjuster 
immediately recognizes, therefore, 
that there is an excess of loss over 
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and above the liability of the specific 
insurance for which the reporting 
form under its terms becomes liable 
—up to its limit of liability. When 
excess insurance is present on a risk, 
it is of the utmost importance that the 
specific insurance carrier protect its 
interests by attaching a restricting 
clause. As something happens, if 
through over-sight a company does 
not limit its liability through a coin- 
surance requirement attached to the 
specific insurance, they can be called 
upon to pay the entire loss up to the 
face of the policy. 

Under the provisional amount 
clause of the reporting form it is 
stated, “The amount of insurance 
provided for hereunder is provisional 
and is the amount on which the de- 
posit premium is based, it being the 
intent of this insurance to insure 
hereunder the total value of the prop- 
erty described herein subject to the 
limits of liability and provisions for 
cther insurance herein provided.” 
The form is subject to limits of lia- 
bility at each location. Some regard 
the total limit of liability as also the 
limit of insurance but we subscribe to 
the interpretation of the authorities 
who maintain that the amount of in- 
surance under this form is at all times 
the value of the property described 
and that the limit of liability is the 
point at which payment stops in case 
of loss. Although, in our opinion, a 


coinsurance clause should never be 


attached to a policy carrying this 
form of insurance, there have been 
cases when a company, erroneously 
or otherwise, attached a one hundred 
per cent coinsurance clause. Only 
under this condition do the two 
schools of thought clash in the inter- 
pretation as to the amount of insur- 
ance provided under ‘this form. If, 
as we read the form, it is the intent 
ot the insurance to insure the total 
value of the property, then obviously 
any coinsurance requirement would 
be complied with. If, as some con- 
tend, the limit of liability is likewise 
the limit of insurance, and the value 
of the property at the time of loss 
exceeds the limit of liability, a one 
hundred per cent coinsurance clause 
would operate. Such a condition 
might even lead to a dual penalty, 
one under the coinsurance clause and 
one under the Full Reporting Clause 
which, in our opinion, is just another 
fallacy in the argument of those who 
contend that the amount of insurance 
is other than the total value of the 
property described. 

Obviously, a company must neces- 
sarily protect itself and, since coin- 
surance has no place in a policy to 
which is attached this reporting form, 












this protection is found in the Full 
Reporting Clause, commonly referred 
to as an Honesty Clause. One of the 
conditions of this Monthly Average 
reporting form is that the assured 
shall report to the company not later 
than thirty days after the last day of 
the month the exact location of all 
property covered, the total value of 
such property at each location and all 
specific insurance in force at each of 
such locations on the last day of each 
month. 

Now, let’s read the Full Reporting 
Clause carefully—“Liability under 
this policy shall not in any case ex- 
ceed that proportion of any loss here- 
under, which the last reported value 
less the value insured by reported 
specific insurance, if any, at the loca- 
tion where any loss occurs, bears to 
the actual value less the value insured 
by specific insurance, if any, at that 
location at the time of such report. 
Liability for loss hereunder, occur- 
ring at any location acquired since 
filing the last report (except as pro- 
vided by the Value Reporting Clause ) 
shall be apportioned in a like manner 
except that the proportion used shall 
be the relation that values reported 
at all locations less reported specific 
insurance, if any, bear to the actual 
values less the value insured by spe- 
cific insurance, if any, at all locations 
at the time of such report.” 


As soon after the first of the month 
as is practicable, therefore, an as- 
sured reports the value of his goods, 
wares and merchandise, furniture, fix- 
tures and machinery, less the value 
insured by specific insurance, if any, 
at each location. If he properly re- 
ports his values he is fully protected 
at all times up to the limit of liability 
at each location. Failure to properly 
report, however, results in penaliza- 
tion. For example, about the twenti- 
eth of August an assured, under this 
form of insurance, reports to his in- 
surance carrier that he carries no spe- 
cific insurance and that on the thirty- 
first of July his value on stock, fur- 
niture, fixtures and machinery 
amounted to $90,000. On August 
25th he sustains a loss by fire and in 
the process of adjustment it is estab- 
lished that on July 31st, instead of 
having a value of $90,000, the as- 
sured had a value of $100,000. The 
loss sustained amounted to $20,000. 
On the date of loss, August 25th, as- 
sured’s value may have been only 
$80,000 but under the Full Report- 
ing Clause this assured would be en- 
titled to collect only that proportion 
of $20,000 which the last reported 
value, $90,000, bore to the actual 
value, $100,000, on hand at the date 


(Continued on page 24) 
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L. Krieger, 


FULL” COVERAGE 


(Continued from page 10) 


proved to be even more intriguing 
than the taxi driver expected. Thor- 
oughly angered at the double-cross, 
the taxi driver had proceeded to visit 
the woman himself and took the 
watch from her after beating her up. 


The insured was advised of the re- 
covery and was told enough of the 
results of the investigation to per- 
suade him to withdraw any claim. 

The successful underwriting of 
jewelry insurance is largely a mat- 
ter of estimating personal character. 
Extremely broad all-risk coverage 
can be written safely only for persons 
of unquestionable integrity. Care- 


lessness is probably the largest single 
cause of loss and careful inquiry must 
be made into the insured’s personal 
habits as well as his honesty. 





MEASUREMENTS OF 
FIRE HAZARD 


(Continued from page 20) 


available under the conditions of the 
first suggestion. 


(3) The Analytic System or some 
modification thereof should be uni- 
versally adopted for distinguishing 
between individual risks, and such a 
system should be applied, even if in 
simple form, to all risks, including 
those now taking class rates. 


(4) The schedule results should be 
superseded as soon as possible by 
rates based upon experience in some 
such fashion as suggested by the 
E:.G.R. Schedule. How far the clas- 
sification of experience should go can 
only be determined by experiment, 
but as the experiment goes on sched- 
ule basis rates and certain types of 
charges and credits can be modified as 
experience on certain broad classifica- 
tions becomes available. 





PROVISIONAL LOSS 
ADJUSTMENTS 


(Continued from page 22) 


of the last report, July 31st, or $18,- 
000. We wish to emphatically point 
out that with specific insurance sub- 
ject to coinsurance, the value at the 
time of loss must be considered, 
whereas, under the reporting form 
the value at the date of the last re- 
port is the determining factor of re- 
covery. 


(This article by Mr. Davis will be 
continued in the April issue.) 
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SURPLUS TO POLICYHOLDERS .. . 492,505.34 or 16.37% 
PREMIUMS WRITTEN ... + «© = 285,449.67 or 3.24% 
CONTINGENT RESERVE. . . ..- - 250,000.00 or 50.00% 


*ALL ELIGIBLE BONDS ON AMORTIZATION VALUE BASIS. BONDS AT MARKET VALUE 
WOULD INCREASE ASSETS AND SURPLUS $127,633.66 + * SECURITIES CARRIED AT 
$200,000.00 IN THE ABOVE STATEMENT ARE DEPOSITED AS REQUIRED BY LAW « + tREAL 


ESTATE AT ACTUAL COST LESS DEPRECIATION. 
TOTAL DIVIDENDS TO POLICYHOLDERS $14,441,602.48 
i 


Workmen’s Compensation © Automobile © General Casualty Insurance 









Founded in 1912 Dividend Paying 



















































HILDHOOD’S FIRES are make-be- 
C lieve. But how urgent is the need 
to protect one’s home from tragic loss 
by the real thing. Today the increasing frequency of 
dwelling fires makes it imperative to take extra precau- 
tions and to secure the very best in insurance protection. 

Hardware Mutuals policy back of the policy assures com- 
plete protection through standard policies, expert service of 
representatives within easy telephone reach, prompt sym- 
pathetic settlement of claims, without red tape. Italso means 


extreme care in risk selection—which has resulted in 


FEDERATED HARDWARE MUTUALS 
Hardware Dealers Mutual Fire Insurance Company, Home Office, Stevens Pomt, Wisconsin 
Mutual Implement and Hardware Insurance Company, Home Office, Owatonna, Minnesota 


HARDWARE MUTUAL CASUALTY COMPANY 


Home Office, Stevens Point, Wixousie 


LICENSED IN EVERY STATE 


The Policy Back of the Policy: 


Our way of doing business that 
makes your interests our 
first consideration. 


HELP SHORTEN THE WAR 


return of over $93,000,000 in dividend 
savings to policyholders. Dividend 
savings may enable you to buy added 
protection or reduce the cost of your present coverage. 

In other types of insurance as well—automobile, bur- 
glary, plate glass, workmen’s compensation, or general 
liability, the policy back of the policy stands for substantial 
savings and prompt, personalized service. 

Send for our free “Household Inventory” booklet, and 
keep a record of everything you own. In case of fire, you 
will have an accurate list to give your insurance company. 


Hardware Mutuals 


Stevens Point, Wis. * Owatonna, Minn. * Offices Coast to Coast 


Compensation, Automobile and other lines of non-assessable 


Casualty and Fire Insurance 





RG) or 


